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PREFACE 


The memorandum issued under date of October 20, 1927, by 
Mr. S. Parker Gilbert, the Agent General for Reparation Payments, 
has been read and commented upon throughout the world. In view 
of its importance in the study of the practical application of the 
so-called Dawes Plan it is reprinted in this issue of International 
Conciliation, together with the English translation of the reply 
of the German Government and the text of the speech of the Finance 
Minister of the Reich before the Budget Committee of the Reichstag 
on October 26, 1927. This material has been reprinted, by per- 
mission, from the official Report of the Agent General for Reparation 
Payments, Berlin, December 10, 1927. 

NICHOLAS MURRAY BUTLER 
New York, January 9, 1928. 
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THE AGENT GENERAL 
FOR REPARATION PAYMENTS. 
Berlin, October 20, 1927. 


From: The Agent General for Reparation Payments. 
To: The Finance Minister of the Reich. 


My dear Mr. Minister: 


I am sending you herewith, in accordance with our understanding, 
a memorandum under this date which I have prepared for the Ger- 
man Government, for the purpose of drawing attention to the 
present tendencies of public finance and credit policy and to the 
dangers which they seem to’involve for the German economy, 
as well as for the execution of the Experts’ Plan. In view of its 
general nature, I am also giving copies of the memorandum to the 
Chancellor of the Reich and to the Minister of Foreign Affairs. 

I shall, of course, hold myself at your disposal for further con- 
versations, in case you should wish, after reading the memorandum, 
to talk it over personally with me. 

I am, my dear Mr. Minister, 


Respectfully yours, 
(signed) S. PARKER GILBERT, 


Agent General for Reparation Payments. 
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THE AGENT GENERAL 
FOR REPARATION PAYMENTS. Berlin, October 20, 1927. 


MEMORANDUM FOR THE GERMAN GOVERNMENT 


I am presenting this memorandum for the purpose of calling 
attention to the dangers involved in the present economic situation, 
in the hope that by doing so fully and frankly at this time I may 
render some service to the German Government and to the German 
economy, as well as to the international situation generally. 

I approach the problem from the standpoint adopted by the Ex- 
perts’ Plan, and reiterated in the conclusion to my last Report, 
“that what is in the interest of the German economy is also in the 
interest of the execution of the Plan.” 

In considering the interests of the German economy, I should 
assume that the general aim of Germany, as of other modern in- 
dustrial states, would be the continuous development of industry 
and commerce, both domestic and foreign, with a view to the 
gradual improvement of the standard of living of her people. For 
this the most favorable conditions internally would seem to be the 
constant cheapening of production, accompanied by such increase 
of wages as cheapened production will permit and as will neither 
increase prices nor the cost of living. Stable prices particularly 
favor stable trade. But the development of industry and commerce 
also requires a steady supply of new capital, based on savings at 
home or borrowings abroad; and under prevailing conditions in 
Germany there is need not only for the creation of new capital, but 
also for the rebuilding of the old liquid capital destroyed by the 
war and lost by inflation. In Germany, therefore, there is a special 
need and a special incentive for saving, and for careful spending 


as well. Under these conditions, sound and well-ordered public 
finance, which underlies the whole economic life, is of the utmost 
importance. 


From the standpoint of the execution of the Experts’ Plan, I 
accept at full value the often-repeated assurances of the German 
Government that its settled policy is to do everything within its 
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power to fulfil the obligations it has undertaken. The aim of the 
plan was to put the problem of reparation to the test of practical 
experience, under a programme which, as the Experts said, “ad- 
justs itself to realities.” It is fundamental to this conception that 
the German Government should permit the Plan to have a fair 
test, and, while the test is in progress, that the German Govern- 
ment itself should exercise prudence in the management of its 
affairs. 

Recent developments in public finance do not appear to be in 
the interests either of German economic life or of the execution of 
the Experts’ Plan. The evidences, in fact, are accumulating on 
every side, and more rapidly within recent months, that the German 
public authorities are developing and executing constantly enlarging 
programmes of expenditure and of borrowing, with but little regard 
to the financial consequences of their actions. The rising level of 
public expenditure is already giving an artificial stimulus to economic 
life, and it threatens to undermine the essential stability of the 
public finances. If present tendencies are allowed to continue 
unchecked, the consequence is almost certain to be serious economic 
reaction and depression, and a severe shock to German credit, at 
home and abroad. 

The remedies consist primarily in reversing the present tendencies 
toward over-spending and over-borrowing, and applying instead 
a régime of strict economy and of ordered public finance. These 
are remedies which lie largely in the hands of the German Govern- 
ment, and, if they will act promptly and effectively, the Reich and 
the other public authorities still have it in their power to prevent 
a crisis. The economic situation, though it is already showing signs 
of tension, does not seem as yet to have developed points of im- 
mediate danger. Moreover, some of the new expenditures that 
threaten the most far-reaching consequences are still only in the 
stage of discussion, and have not yet been authorized by law. 

In presenting this memorandum, it is unnecessary to go much 
into detail. Each of my public Reports as Agent General for Repara- 
tion Payments has pointed to various sources of danger that seemed 
to me to have appeared from time to time; and my last Report, 
dated June 10, 1927, warned particularly against the tendencies 
of budgetary and credit policy. I have also had numerous con- 
versations on these subjects with the Minister of Finance, the 
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President of the Reichsbank, and, less frequently, with the Chan- 
cellor of the Reich. In the following pages, I shall endeavor to 
bring matters up to date, with a review of recent events in public 
finance and credit policy, and to indicate the relation of these events 
to the economic situation in Germany, as well as to the execution 


of the Expert’s Plan. 


I. THE FINANCIAL PoLicy OF THE REICH 


In my Report of June 10, 1927, I made the following general 
observations on the German budget: 


The point that stands out most clearly in the budgets of the 
Reich is the constantly mounting level of expenditure. The 
problem of checking the rising tide of Government expendi- 
tures has, in fact, become acute, and it requires the closest 
attention, not merely from the standpoint of the Experts’ 
Plan but in the interests of the German economy as a whole. 
At the same time, it is clear that the essential stability of the 
German budget remains unimpaired, and that the problems 
presented by the budget should yield readily enough to a steady 
application of sound principles of budget-making. 


The upward tendency of the expenditures and commitments of 
the Reich clearly appears from the following summary of recent 
events. 

On December 17, 1926, the Reichstag voted a supplementary 
budget for the financial year 1926-27. This added about 1,000 
million reichsmarks to the expenditures originally authorized for 
that year, bringing them up to a total of 8,543 millions. 

On January 5, 1927, the draft budget for 1927-28 was submitted 
to the Reichstag, carrying estimated expenditures of about 8,525 
million reichsmarks. 

On February 16, 1927, the Finance Minister made his budget 
speech in the Reichstag, outlining the financial position of the 
Government. With regard to budget policy, the Minister said: 


We must arrange to get along with what we have even if we 
have to postpone and reduce expenditures for things’ which 
are desirable and useful. . . . Our burdens are so great 
that we must take advantage of every opportunity to save. 
Bits Our tasks during the next few years will be very 
difficult and bitter. . . . Yearsof restriction and struggle 


are facing us. 
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With regard to administrative reforms he said: 


A definitive financial settlement (between the Reich and 
the States and communes) presupposes not only a rational- 
ized State administrative system, but also a private economic 
system which is not shaken by crises. 


With regard to reparation payments, he referred first to the agree- 
ment made last year for the settlement of the supplementary budget 
contributions, and then said: 


I look into the future with grave anxiety. Under the Dawes 
agreement our payments out of the budget and for the service 
of Railway bonds and for the service of Industrial Debentures 
will increase next year a further 432 million marks, and in 1929 
and onwards by a still further 290 million marks. At the present 
moment, in spite of the best will, I see no possibility of pro- 
viding these sums, to which there will be added, beginning 
in 1929, supplemental payments on the basis of the index of 
prosperity. . .*. Germany will continue to do every- 
thing in her power in order loyally to fulfil the obligations she 
has assumed, but to this end she must be furnished with the 
necessary prerequisites. . . . For us the prerequisite for 
the execution of the Dawes agreement is the strengthening of 
our economic life. 


In the same speech, the Minister went on to propose that during 
the financial year 1927-28 further expenditures should be incurred 
by raising official salaries ‘‘to the extent of what is financially pos- 
sible’; and he referred also to the importance of indemnifying those 
who had lost their private property abroad in the war. 

Following the Finance Minister’s budget speech, the tendency 
of the Government’s policy seems to have been in the direction of 
increased expenditure’and enlarged commitments. 

In spite of the necessity for economy urged by the Minister, the 
authorizations of expenditures carried in the 1927-28 budget were 
increased by 600 million reichsmarks before its final enactment 
on April 14, 1927. The only important reduction was one of about 
45 millions in the appropriation for canal and other new construc- 
tions. Taking the so-called ordinary and extraordinary budgets 
together, the total expenditures authorized amounted to 9,130 
million reichsmarks, as compared with estimated expenditures of 
8,543 millions in 1926-27 and actual expenditures of 7,444 millions 
in 1925-26,—an increase of nearly 1,700 million reichsmarks in the 
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two years. Of this increase, about 540 million reichsmarks were 
for reparation payments under the Experts’ Plan, with 67 millions 
additional as a reserve fund for the controlled revenues. Both the 
1926-27 and 1927-28 budgets showed an excess of current expendi- 
tures over current revenues, amounting to over 850 million reichs- 
marks in each year. To cover the 1927-28 deficit, the budget au- 
thorized loans of 466 millions and appropriated 390 millions from 
surplus and reserve funds. It also left undisturbed outstanding 
authorizations to borrow to the amount of 571 million reichsmarks, 
to cover outstanding extraordinary expenditures for 1926-27. 

In the midst of the budget discussions, on March 14, 1927, the 
Finance Minister of the Reich appeared before the Taxation Com- 
mittee of the Reichstag to urge the passage of a draft law postponing 
for a further two years the definitive settlement of the financial 
relations between the Reich and the States and communes, and 
providing in the meantime for increased guaranties by the Reich 
to the States and communes. On March 17, 1927, I addressed a 
letter to the Finance Minister of the Reich, pointing out a number 
of considerations suggested by the Government’s proposals and 
emphasizing their importance in connection with the fulfilment 
of the international obligations of Germany under the Experts’ 
Plan, not merely as regards the immediate present but more espe- 
cially as regards the future. On April 9, 1927, the law was passed, 
substantially in accordance with the Finance Minister's recom- 
mendations, with results for the public finances that I have already 
summarized in my Report of June 10, 1927. The Government of 
the Reich in the meantime had made another important concession 
to the States and communes, by agreeing to assume, as from April 
I, 1927, practically the entire responsibility for advancing, when 
necessary, the supplementary funds required for purposes of un- 
employment relief beyond those furnished by employers and em- 
ployees, though up to that time the States and communes shad 
been obliged to furnish five-ninths of these supplements. 

The present financial settlement between the Reich and the 
States and communes cannot be considered a provident arrangement 
for the Reich; and it is open, as pointed out in my last Report, to 
fundamental objections of principle. These criticisms are fully 
confirmed by recent events. The States and communes are now 
drawing larger payments from the Reich than ever before, and will 
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get the principal benefits from any increased revenues that the 
Reich may collect from the income, corporation, and turnover taxes 
in excess of the amount required to fulfil the guaranty already given. 
At the same time, the responsibility for taxation and public ex- 
penditure seems to become more and more confused. Notwith- 
standing their increased transfers from the Reich, the States and 
communes are pressing new demands for still larger payments to 
meet their constantly increasing expenditures, and the Reich itself 
has added to the confusion by bringing forward new proposals for 
expenditure which still further burden the budgets of the States 
and communes. 

After the adoption of the 1927-28 budget, the question of increas- 
ing the salaries of officials became active, and when the Reichstag 
adjourned in July it was understood that increases of about 10 per 
cent were under consideration. But, on September 11, 1927, before 
a meeting of Government officials at Magdeburg, the Minister of 
Finance announced that he had suggested and the Cabinet had 
approved ‘‘a considerable increase in the rate at first contem- 
plated.”” The rates of increase, he said, would vary from 18 to 25 
per cent, and the total cost to the Reich would be 325 millions 
annually, of which 155 millions would be for salaries and 170 millions 
for pensions and similar allowances. It is generally assumed that 
the States and communes, the Postal Service, and the Railway will 
all make much the same increases. The total cost is variously 
estimated at from 1,200 to 1,500 million reichsmarks annually. To 
provide for the additional expenses which the action of the Reich 
throws upon them, the States are already insisting that increased 
transfers of revenue from the Reich will be necessary. As for the 
Reich itself, it appears from the discussion before the Reichsrat on 
October 13, 1927, that in the opinion of the Finance Ministry the 
Reich will be able to meet the costs of the salary increases in its own 
services during the coming year only if its hopes for an increase in 
tax receipts are realized. 

The salary proposals of the Government are noteworthy, not 
merely because of the large expense which they entail, but even 
more because they have been made on the most sweeping basis, 
and in the way most likely to bring serious consequences for the 
general economy of the country. They are apparently intended to 
apply quite as much to pensioners and retired officials as to officials 
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on the active list, while even for the active officials they appear to 
contemplate a general increase in salaries, without any effective 
attempt at administrative reform. 

It is not for me to express an opinion on the merits of the salary 
proposals, but it would seem as if the German Government could 
have served its own interests better by using such substantial in- 
creases as an instrument for securing the reform in administration 
of which so many announcements have been made in the past two 
or three years. It may not even now be too late to make the salary 
increases serve this purpose. But as matters stand at present, they 
seem likely to hinder rather than to help the cause of administrative 
reform, and to saddle new and lasting burdens on the already heavily- 
burdened budgets of the Reich and the other public authorities. 

In addition to these general increases in pensions and in the 
salaries of officials, the Government of the Reich is advancing two 
other measures which seem likely to involve large new expenditures, 
one, the proposal to compensate German nationals for loss or damage 
to private property during the war, and the other, a general school 
law for the Reich, Neither of these measures has as yet been en- 
acted into law. The first of them, the draft law for indemnifying 
German nationals for property lost abroad, apparently contemplates 
expenditures of about 1,000 million reichsmarks; but the draft law 
has not yet been presented to the Reichstag and it is not clear what 
means of financing are to be adopted or how far the budget is to be 
burdened with the proposed payments. In this connection, I have 
already suggested in my letter of August 29, 1927, to the Finance 
Minister of the Reich, some of the considerations that would be raised 
from the standpoint of the Experts’ Plan by an external offering of 
preference shares of the German Railway Company; the same con- 
siderations, of course, would apply a fortiors to any external loan of 
the Reich that might be proposed for this purpose. 

As for the new school law, no information is available regarding 
the probable costs, and apparently little consideration has been 
given as yet to its financial consequences. But it is noteworthy that 
serious misgivings are being expressed in many quarters in Germany 
as to the cost of the new law, and that the States and communes 
have already given warnings that they will not be able to meet the 
added expense from their own resources and will want more money 
for the purpose from the Reich. On October 14, 1927, the Reichsrat 
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rejected the draft law for a variety of reasons, after first approving 
an amendment that would require the Reich to bear all the cost. 
Since then, the Government has submitted the draft law to the Reich- 
stag, in its original form, with a statement from the Minister of the 
Interior to the effect that it is immaterial whether the Reich or the 
States have to bear the cost, because in any event the burden will 
fall on the German economy. The Government appears to have re- 
frained, however, from making any estimate of the cost of the new 
law, on the ground that this cannot be done until its provisions are 
finally determined and the distribution of the cost becomes somewhat 
clearer. 

I do not mention this series of new expenditures and commitments 
for the purpose of passing judgment on any of them individually. 
That, indeed, does not fall within the functions of the Agent General 
for Reparation Payments. The German Government, under the 
terms of the Plan, is left free to prepare and administer its own budget, 
and it acts throughout on its own responsibility. This very free- 
dom, however, implies a corresponding responsibility for the natural 
and probable consequences of its own actions. These, it seems to 
me, can be summarized briefly, as follows: 


1. The Reich, by failing to exercise proper restraint in its 
expenditures, is endangering the stability of its budget, the es- 
tablishment and maintenance of which was the. cornerstone 
of the Experts’ Plan for the reconstruction of Germany. The 
situation at the moment is somewhat relieved by increasing 
revenues and declining unemployment. But any reaction in 
business would be likely to reduce the revenues of the Reich 
and increase its liabilities for unemployment relief. In these 
circumstances, and with increasing reparation payments to face, 
this does not seem to be the time to burden the budget with 
new permanent expenditures. 

2. With its own expenditures constantly rising, the Reich 
naturally finds it difficult to induce the States and communes 
to bring their budgets into proper order, particularly at a time 
when the measures which the Reich itself has initiated may 
add very greatly to their expenditures and throw many of their 
budgets still further out of balance. The States are already 
demanding the re-opening of the financial settlement for the 
purpose of securing still larger transfers of revenue from the 
Reich. And the expected reduction of State and communal 
real estate taxes which it was announced in April would be one 
of the conditions of the financial settlement, now appears more 


C15] 





| 
| 








82 


and more unlikely of realization, while in some cases, at least, 
increased local taxation may be necessary. 

3. The result is a general lack of effective control over public 
spending and public borrowing. In consequence, unsound 
public finance is increasingly prevalent in Germany; and the 
money which is so badly needed for the development of German 
agriculture and industry is being absorbed, through taxes and 
public loans, in a scale of public expenditure which seems to be 
incurred without regard for the loss of liquid capital which Ger- 
many has suffered and the urgent need of recreating this capital 
through economy and careful spending. 

4. Still more broadly, in their effects on economic life, the 
measures taken by the Reich and other public authorities are 
tending strongly toward increased costs of production, increased 
prices and increased cost of living. The result is to negative, 
in large measure, the benefits that might be expected to accrue 
from the process of rationalization which German business and 
industry have succeeded in carrying out since the stabilization 
of the currency. The tendency toward higher prices already 
exists, partly as a result of the high customs duties on imports 
of many staple products; and it would be greatly stimulated 
if, as now seems probable, the Government’s salary proposals 
should lead, on the one hand, to demands for similar increases 
in general business and industry, and, on the other, to increased 
railroad tariffs, and the like. Manifestly, all these developments 
tend to raise the costs of production and thus to diminish the 
capacity of the German economy to compete for export. As 
the experience of recent months has abundantly shown, they 
operate also on the other side of the German balance of pay- 
ments, by greatly stimulating German imports from other coun- 
tries. Rising internal prices almost always have this effect, 
and under present conditions the tendency is enhanced by the 
additional purchasing power which is being placed in the hands 
of the public by the increasing expenditures of the Reich and 
the States and communes. 


The consequences of Reich financial policy, which have been sum- 
marized above, must be considered also in connection with the 
financial policies of the States and communes, and with the currency 
and credit policy of the Reichsbank. There is naturally a close 
relationship between them, and an intimate connection between 
the results attributable to them. 


II. FINANCES OF THE STATES AND COMMUNES 


There is little or no current information as to the financial condi- 
tion of the States and communes, but their demands for additional 
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grants from the Reich and their frequent borrowings at home and 
abroad indicate that as a whole they are living beyond their means. 

The domestic long-term loans of the States, provinces, and com- 
munes, and of the various public undertakings in which they are 
interested, have amounted to about 1,000 million reichsmarks since 
the beginning of 1926, when the domestic market first became avail- 
able for long-term borrowing. This sum is more than twice the 
amount of long-term domestic loans placed in the same period by 
German industry and trade. These various public loans, taken 
together with the Reich internal loan of 1927, were mainly respon- 
sible for overloading the domestic market and bringing about the 
state of exhaustion which still obtains. 

Foreign issues of the States and communes, and their associated 
public undertakings, have amounted since the beginning of 1925 
to the equivalent of about 1,600 million reichsmarks, approximately 
the same as the foreign loans of German business and industry. 
Until recently, at least, additional loans appear to have been under 


‘negotiation between the States and communes and foreign bankers, 


up to a total of perhaps a further 1,000 millions. These foreign 
borrowings have made heavy drafts on the foreign credit of Germany, 
and those of the States particularly have tended to raise difficult 
questions under the Treaty of Versailles and the related provisions 
of the Experts’ Plan, as I have already pointed out in my letter of 
September 20, 1926, to the Finance Minister of the Reich, with re- 
spect to the Prussian external loan of 1926, and my further letter 
of November 12, 1926, as Chairman of the Trustees of the German 
External Loan, with respect to both the Prussian and the Hamburg 
loans. 

The foregoing figures for the domestic and foreign loans of the 
States and communes, amounting altogether to about 2,600 millions, 
leave out of account entirely their short-term or floating debt. It 
is impossible from the available figures to make a close estimate of 
the volume of this debt, but from such casual evidence as has de- 
veloped it seems already to be very large. In part it represents loans 
directly obtained from foreign bankers, in part loans obtained from 
German bankers but from foreign funds borrowed by them, and in 
part ordinary domestic banking transactions. 

The question underlying State and communal borrowing is not 
whether individual loans should be placed in the domestic market or 
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in the foreign market, or at short or long term, but whether they 
should be placed at all. To divert the borrowing of the States and 
communes from one market to the other, or to refuse it in one form 
and permit it in another, does not go to the root of the difficulty. 
Over-borrowing at home or abroad proceeds from the same source, 
namely rising public expenditures, and it is by reducing expenditures 
to the minimum that relief is to be found. On the other hand, bal- 
anced budgets and economical administration will give the best 
assurance that when credit is needed for essential public purposes 
it will be forthcoming. 

It is recognized, of course, that the Reich does not control the 
States and communes in these matters. But, when the States and 
communes go into foreign markets to finance their budgetary ex- 
penditures and internal improvements, they raise fundamental 
questions of foreign policy which have the most direct interest for 
the Reich. And under the Constitution itself the Reich has a 
unique opportunity and even responsibility for leadership, not merely 
because of its large transfers of revenue to the States and communes 
but also because of its powers to prescribe the fundamental prin- 
ciples and main outlines of their laws in many matters of taxation 
and public finance. The force of these considerations has been recog- 
nized to some extent in the efforts that have been made for the past 
two years and more to supervise the foreign borrowings of the 
States and communes through an advisory organization established 
for this special purpose. These efforts, for whatever reason, have 
not been successful, and the results appear in the swollen figures 
for State and communal borrowings that have already been given. 
A new and truly effective supervision, based primarily on the 
principle of controlling public expenditures, is urgently needed at 
this time, both in the interests of German credit and to safeguard 
Germany’s economic recovery against the dangers of over-stimula- 
tion and subsequent reaction as a result of over-spending and over- 
borrowing by the public authorities. 

The German Government’s announcement of October 7, 1927, 
is greatly to be welcomed, not only because it indicates that a re- 
vised procedure for supervising the foreign borrowings of the States 
and communes is under consideration, but also because it points 
out the sound basis for financial reform by stating that “in view 
of the entire present situation in Germany any expenditure that is 
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not urgent or economic, whether made out of foreign loans or from 
other sources, must be avoided.’’ It is still not clear what practical 
measures will be taken to apply this fundamental test to the spending 
policies of the public authorities, but it is of the utmost importance 
that the Reich should exert a firm leadership in this direction and 
that its leadership should have the sincere and comprehending 
support of the States. 


III. CREDIT AND CURRENCY POoLicy 


The present calendar year has also been one of expansion in the 
circulation of the currency and in the use of short-term credit, 
particularly that of the Reichsbank. Any discussion of credit and 
currency must necessarily center upon the policy of the Reichsbank, 
which is charged under the Bank Law with the duty of regulating 
the circulation of money and with providing for the utilization of 
available capital. But however explicit the law may be, the financial 
operations of the Reich, the States, and the communes have them- 
selves assumed the proportions of a separate credit policy, frequently 
exercised in opposition to the credit policy of the Reichsbank. In 
effect, there have been two credit policies, both operating at the 
same time and one often neutralizing the other. The net result of 
these different policies, though opposed to each other in origin 
and purpose, has been in the direction of expansion, as is likely to 
be the case when the public authorities are on the side of expansion 
and spending. 

The Reichsbank, for its part, reduced its discount rate on January 
II, 1927, from 6 to 5 per cent, shortly before the offering of the 
5 per cent internal loan of the Reich. The purpose, it was stated 
at the time, was to recognize the easier money conditions then pre- 
vailing in the German market, and at the same time to diminish 
the inflow of foreign funds. The results of this policy were discussed 
at length in my Report of June 10, 1927. For a short period, it 
will be recalled, the policy achieved its purpose. But by the middle 
of March foreign funds began again to flow into Germany in large 
volume, not as long-term loans but in the form of short-term credits, 
frequently for purely speculative purposes and liable to be with- 
drawn on short notice. These funds, in turn, provided an additional 
basis for expansion, and a source of danger for the future. At the 
same time, the Reichsbank’s discount rate became the lowest 
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representative money rate in Germany, and in the first five months 
of the year, that is to say, up to May 31, 1927, its gold and devisen 
declined by about 1,000 million reichsmarks, and its holdings of 
domestic bills rose by about the same amount. In their broader 
consequences, the forces of expansion thus released gave a further 
impetus to an already highly speculative stock market, and a further 
stimulation to an already rising activity of business and a rapidly 
expanding volume of imports. 

During this period, certain measures were attempted, notably 
in the direction of reducing the volume of stock market credit, 
but the Reichsbank left its discount rate at 5 per cent until June 
10, 1927. It then raised its rate to 6 per cent, but by this time it 
had lost control of the market and the increase soon proved to be 
insufficient. The new rate brought no reduction in the volume of 
Reichsbank credit, and succeeded only during a short period at mid- 
summer in retarding its month-to-month increase. The expansion 
which reasserted itself in September brought the volume of Reichs- 
bank credit and the total German circulation to the highest points 
since stabilization. The 7 per cent rate fixed on October 4, 1927, 
recognized this situation and was itself the consequence of events 
which dated back to the spring. 

The financial authorities of the Reich, the States, and the com- 
munes, by working at cross purposes with the Reichsbank, have made 
the whole situation more difficult to manage and have contributed 
to the expansion. The part played by rising budgetary expenditures 
and borrowings by public authorities, involving heavy drafts on 
credit both foreign and domestic, has already been discussed. The 
Reich internal loan of last February, furthermore, was of peculiar 
importance, not only because it put an end for the time being to the 
domestic market for new issues, but also because its terms and market 
price furnished an additional obstacle to a timely revision of the 
Reichsbank’s discount rate. The various steps which have been 
taken to manage the loan in the market since its issue have been ex- 
pensive and on the whole ineffective. Another disturbing influence 
which must be mentioned is the management of the public funds 
and the public banks, which has been discussed at length in each one 
of my published Reports. It is unnecessary now to go into detail, 
but it is clear enough on the facts that the administration of the 
public funds and the public banks has tended very strongly to dimin- 
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ish the authority of the Reichsbank, and to deprive it of resources 
which it needed in the general interest of the stability of the German 
currency and exchange. It has tended, no less directly, to deprive 
the regular German banking system of its normal resources and to 
divert great quantities of liquid funds into channels which ran 
counter to sound credit policy. 

The credit policy of the bank of issue and the public finances can- 
not for long be operated successfully on divergent lines; and there 
would seem to be every reason, in the general interest, for formulating 
and putting into effect a definite and comprehensive plan that will 
assure a properly coordinated policy. The need for the adoption 
of such a policy, based upon principles of ordered economic growth, 
and avoiding undue use of credit, is particularly clear under present 
conditions, in order that the prevailing expansion may not be carried 
to the point of danger. 


IV. CoNcLUSION 


I have attempted to bring together in the foregoing pages the 
accumulating evidences of over-spending and over-borrowing on the 
part of the German public authorities, and some of the indications 
of artificial stimulation and over-expansion that are already mani- 
festing themselves. These tendencies, if allowed to continue un- 
checked, are almost certain, on the one hand, to lead to severe eco- 
nomic reaction and depression, and are likely, on the other, to en- 
courage the impression that Germany is not acting with due regard 
to her reparation obligations. 

Internally, it is evident that an economic crisis would have the 
most discouraging consequences for the German people, and that it 
would mean a serious set-back to the reconstruction of German 
economic life. It is now nearly four years since the first stabilization 
of the currency, and over three years since the adoption of the Ex- 
perts’ Plan. During this period Germany has made remarkable 
progress. She has re-established her credit at home and abroad, her 
industries have been reorganized and her productive capacity largely 
restored, her supplies of raw materials and to some extent her work- 
ing capital have been replenished, and the general standard of living. 
has greatly improved. This has been achieved primarily through 
the industry and energy of the German people, but the people of 
other countries have also cooperated by making their savings avail- 
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able in liberal measure for the rebuilding of the German economy. 
It would be deplorable if what has been accomplished should now 
be imperilled by short-sighted and unsound internal policies. 

From the standpoint of the Experts’ Plan, it is only natural, as 
I have said, for the creditors of Germany to feel that reasonable 
prudence in the management of the public finances is a necessary 
element of good will; and it would not be surprising if outside ob- 
servers should draw the conclusion that the financial policies followed 
in the past year have not been in the interest of Germany’s rep- 
aration obligations under the Plan. The payment of the stipulated 
annuities to the Agent General for Reparation Payments at the 
Reichbank constitutes, it is true, ‘the definitive act of the German 
Government in meeting its financial obligations under the Plan”’; 
and the payment of these sums is amply secured by the assigned 
revenues and other specific securities. But the responsibilities 
of the German Government do not end with the internal payments. 
The Experts’ Plan, though it put the transfer of reparation 
payments in the hands of the Transfer Committee, recognized 
clearly that the problem of transfer would depend in large 
measure upon conditions outside the control of the Committee. 
It placed a very definite responsibility upon the German Govern- 
ment by providing that ‘The German Government and the 
Bank shall undertake to facilitate in every reasonable way within 
their power the work of the Committee in making transfers of funds 
including such steps as will aid in the control of foreign exchange.” 
The Experts also emphasized in the strongest possible language 
the dependence of the stability of the German exchange upon Ger- 
many’s balance of payments, and, in the long run, upon the course of 
German imports and exports. To the extent that German exports 
are hindered by obstacles interposed from without, other countries 
must bear the responsibility; but upon the German Government it- 
self must rest the responsibility for actions of its own which tend 
artificially, by over-stimulating imports and hindering exports, 
to restrict the possibilities of transfer. 

All these considerations I am endeavoring to point out in good 
season, in the hope that their importance will commend them to 
the attention of the German Government, and that in the interest 
of the German economy itself, as well as of the discharge of Ger- 
many’s international obligations, the German Government will take 
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prompt and effective measures to meet the situation. Fortunately, 
as stated at the outset, the situation has not yet become critical, 
and the German Government still has it within its power, if it will 
act in time, to check the dangers which now threaten, and to bring 
the German economy back again to a sound condition. 


(signed) S. PARKER GILBERT, 
Agent General for Reparation Payments. 
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THE FINANCE MINISTER 
OF THE REICH. 
IV A 7229 


Berlin, November 5, 1927. 


From: The Finance Minister of the Reich. 
To: The Agent General for Reparation Payments. 


My dear Mr. Gilbert, 

With reference to my letter IV A 7229 of October 21, 1927, in 
which I acknowledge the receipt of your memorandum of October 
20, 1927, suggested in the course of our conversation at the end of 
September, 1927, as a basis for further negotiations, I beg to send 
you herewith, in the name of the Government of the Reich, a reply 
to this memorandum. 

I entirely appreciate your intention to call the attention of the 
German Government to the dangers which in your opinion may arise 
to the German economy and the execution of the Experts’ Plan 
through the present tendencies of public finance and credit policy. 
I recognize in particular that your statements are, in accordance 
with the Experts’ Plan, based upon the view that the furtherance 
of the German economy serves at the same time the successful 
execution of the Experts’ Plan. 

As you will see from the attached reply, the German Government 
is in entire agreement with you in many points, whereas in regard 
to other points it is compelled to say that it takes a different view of 
the present tendencies or regards them as not quite so critical as 
you do. 

With you, I indulge myself in the hope that the exchange of our 
views will, by throwing light on the difficult questions discussed 
in it, render a general service. 

Looking forward to an early continuation of our oral exchange 
of ideas, I remain, my dear Mr. Gilbert. 

Yours very sincerely, 
(signed) Dr. KOHLER. 
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THE FINANCE MINISTER 
OF THE REICH. Berlin, November 5, 1927. 


MEMORANDUM OF THE GOVERNMENT OF THE 
REICH FOR THE AGENT GENERAL FOR 
REPARATION PAYMENTS 


INTRODUCTION 


The memorandum of the Agent General for Reparation Payments 
touches upon a number of most important questions connected 
with German national life and treats them from economic and 
financial standpoints. The Agent General is no doubt not unaware 
that a large number of these questions have at the same time a 
political side of great importance; but, for reasons connected with 
his own attributions, he refrains from considering this aspect. 
He has repeatedly pointed out that it is outside the limits of the 
duties entrusted to him to interfere in internal matters and thereby 
to assume a responsibility for maintaining in Germany financial 
order and security, a task which the Experts’ Plan expressly left to 
Germany herself. The German Government is entirely in agree- 
ment with the Agent General in this view; it therefore, in common 
with the Agent General, regards the memorandum as the occasion 
for a frank exchange of opinions arising out of the necessity for 
the constant cooperation on a basis of mutual confidence which it 
has always emphasized. 

In the following statements it will be attempted, in accordance 
with the method of the Agent General, to explain the views of the 
Government of the Reich toward the problems in question primarily 
from the economic and financial point of view. Such procedure, 
however, makes it necessary to state that this method of considera- 
tion cannot always be complete and does not always suffice for the 
formation of a faultless judgment. Even from the standpoint of 
the creditor countries, it cannot be a matter of no importance whether 
the Germany from which the payments under the Experts’ Plan 
are expected is a country full of political excitement and internal 
unrest due to the fact that a number of questions, of the vital 


[25] 











92 


importance of which the German people and its Government are 
convinced, have not been solved or have been inadequately solved. 
This view, moreover, is entirely in accord with the fundamental 
ideas of the Experts’ Plan. There is no doubt that there may 
be dissimilar opinions at home and abroad on the question whether 
political necessities demand a solution, as also in regard to the time 
and nature of the solution. It is the affair of the Government of 
the country to find the reconciliation between these divergent opin- 
ions. On the solution found depends in no small degree that decisive 
factor in the fulfilment of all international obligations, the will of 
the nation as a whole to meet its obligations. Since the Plan entered 
into effect, the Government of the Reich has done everything in 
its power to maintain, for the payments under the Plan, the character 
of payments agreed upon by treaty, with the result that no payment 
has been omitted and no obligation has been unfulfilled. The con- 
tinued practical application of the Experts’ Plan on the same basis 
will have to be the aim also of future collaboration between the 
Government of the Reich and the authorities of the creditor coun- 
tries. The Government of the Reich considered it necessary to 
draw attention to the above considerations, which it is convinced 
are known to the Agent General himself, because the memorandum 
of the Agent General might in certain places give rise to misunder- 
standings in the minds of those who are not in a position fully to 
realize the meaning and the object of the exchange of opinions. 


EcoNnoMIC DEVELOPMENT AND PRESENT POSITION 


The memorandum of the Agent General states the dangers which 
threaten the German economy and the execution of the Experts’ 
Plan as a result of over-spending and over-borrowing by the German 
public authorities. It considers that the results of this credit policy 
will be increased costs of production, greater difficulty in the forma- 
tion of capital, artificial stimulus to economic life and over-expansion, 
as also increases in prices and in the cost of living. 

The Government of the Reich is aware that, in view of the peculiar 
development of Germany during the war and the period of inflation, 
dangers may arise. For its part, it will use all its strength to meet 
such dangers. It cannot, however, attribute the strains apparent 
in the present economic situation primarily to the reasons enumer- 
ated by the Agent General. 
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Like the Agent General, the Government of the Reich regards 
it as the aim of its economic policy to develop all productive forces 
in order to raise the standard of living of the German people and at 
the same time to enable it to fulfil the obligations incumbent upon it. 

The Experts’ Plan described the period preceding the beginning 
of the reparation year 1928-29, when the normal reparation pay- 
ments begin, as a breathing space for economic recovery. It also 
foresaw that the recovery could not be left solely to the slow and 
gradual process of accumulation of the national savings, but that 
recourse to foreign credit would be required, especially as Germany 
was not to be exempt from reparation payments during the period 
of recovery: on the contrary, increasingly large sums were to be 
withdrawn from her for payment to the creditor States. 

Since the stabilization, the German business community has been 
working to the best of its ability to reconstruct the national economy. 
The improvement attained proves that the funds which have flowed 
into the economic life of the country from domestic and foreign 
sources have been used rationally. The replenishment of the work- 
ing capital of trade, the renewal of technical apparatus now being 
carried on, and the extension of plant and the construction of new 
plant testify to this. This work of reconstruction has also made 
it possible to re-employ 1% million people who were out of work at 
the beginning of this year. During this period, the German economy 
has not only extended its apparatus of production and supplied the 
material necessary for the increased production; it has been able 
also to satisfy the needs of the masses who have now got back, on 
the whole, to normal wage conditions. That in addition the efforts 
to increase exports were successful will be shown later. 

The formation of capital within Germany itself is not inconsider- 
able, as shown by the deposits in the savings offices, for example, 
and the total deposits in all credit institutions. It has, however, 
by no means sufficed; in addition, the inflow of considerable amounts 
of foreign capital remained necessary. 

The Agent General rightly emphasizes that the peoples of other 
countries have cooperated to no small extent by making their savings 
available in liberal measure, though in the well-understood interests 
of both sides. 

The amount of foreign indebtedness is not disturbing in view of 
the magnitude of the values given as security and: the productive 
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character of the enterprises in which the foreign capital has been 
invested. In so far as short-term foreign credits have been taken 
up without corresponding short-term claims on foreign countries, the 
anxieties arising out of them will have to be removed by the earliest 
possible consolidation of these credits. For the short-term indebted- 
ness of the public authorities, the Government of the Reich is planning 
a comprehensive consolidation in cooperation with the States and 
communes. The Government of the Reich has already taken pre- 
paratory steps in this direction with the collaboration of the President 
of the Reichsbank. Private business is also making efforts in the 
same direction. 

Foreign credits and loans were naturally followed to a correspond- 
ing extent by imports of foreign goods, especially as Germany is 
largely dependent on foreign products to meet her requirements in 
raw materials and foodstuffs. The Government of the Reich regards 
it as a particularly important duty to reduce the necessity of import- 
ing foodstuffs by increasing the intensiveness of home agriculture. 
But the solution of this problem requires time and in particular 
the use of large sums of capital for reducing indebtedness, for tech- 
nical readjustments and improvements, for bringing new land under 
cultivation, and settlement on the land as also for increasing the 
number of agricultural laborers. It is at any rate the aim to work to- 
ward a reduction in the adverse trade balance, by approaching the 
problem from both sides. There are already indications, moreover, 
that German industry is on the right road in this respect. 

Since July of this year, the excess of imports over exports of raw 
materials and semi-finished goods has fallen by an average of 16 
per cent monthly. During the same period, there has been an in- 
crease in the excess of exports over imports of finished goods of about 
24 per cent. Even though seasonal influences may to some extent 
have played a part, this change in the position indicates neverthe- 
less that the German economy is realizing more and more the present 
limited capacity of the internal market to absorb goods and the 
necessity of strengthening exports. The Government of the Reich 
has, on many occasions during the last year, called attention to the 
importance of the latter viewpoint to the work of the German 
economy. 

Germany has been able continuously to increase her exports since 
the stabilization. The average monthly figures of the net trade 
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(goods only, without the precious metals), reckoned in pre-war 
values, are: 1924 = 428 million reichsmarks; 1925 = 550 million 
reichsmarks; 1926 = 612 million reichsmarks; 1927, January to 
September = 617 million reichsmarks; and 1927, September = 692 
million reichsmarks. 

Exports of finished goods alone have increased from 332 in 1924, 
394 in 1925, and 423 in 1926 to 446 in 1927. In September, 1927, 
the amount of exports of finished goods was 502 million reichsmarks. 
In order justly to appreciate the significance of these figures, one 
must remember that this increase was simultaneous with an inter- 
nal conjuncture and has exceeded the figures which had just been 
attained during the preceding depression which favored exports. 
In such a development, volume and speed cannot always be adjusted _ 
from the outset to the last degree of expediency. Even'if the develop- 
ment has in some places been excessively rapid, as the Agent General 
thinks he has observed, it has by no means assumed such considerable 
proportions as would give reason to fear a crisis. The quantity of 
goods produced has increased relatively more greatly than prices 
have risen. Furthermore, the price increases of 1927 are due to a 
considerable extent to the fact that important commodities taken 
in drawing up the index figure have gone up in price on the world 
market. 

In any case, any excessive business expansion which there may have 
been would be attributable only to a very small degree to measures 
of the public authorities. Taxes and internal loans create no addi- 
tional purchasing power; the expenditure of funds procured in this 
way represents merely a shifting of existing capital. The foreign 
loans and foreign credits of the public authorities, however consider- 
able they may be, have, in view of the magnitude of the values in- 
volved in the German economy as a whole, at any rate had no de- 
cisive effects in the direction of artificial stimulation of economic 
activity. Moreover, they have, as explained below, served pre- 
dominantly productive objects. 

The attention of the Government of the Reich is constantly fixed 
upon the development of trade conditions, in order to ensure the 
greatest possible uniformity in developments and to enable the 
maintenance of a stable price level. In view of the enormous and 
threatening increase in unemployment, it sought in 1926 to help 
the national economy over the dead point. Later, when, in the 
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spring of 1927, an improvement in the economic situation was to 
be observed, the Government of the Reich stopped its measures 
for providing work and did what it could to retard the rate of speed 
and the extent of the expenditures of the public authorities. It is 
at the present time consulting with the Economic Council of the 
Reich in order to create for the future better legislative and ad- 
ministrative machinery for assuring greater reserve on the part 
of the public authorities in times of trade prosperity. It is common 
knowledge that the Government of the Reich is furthering, to the 
best of its power, the development of statistics and the work of 
research into trade conditions. because it recognizes their importance 
to a timely understanding of the symptoms underlying trade condi- 
tions and the motive forces of economic life. 

The measures to promote exports taken during the past period 
of trade depression, such as the granting of export credits and export 
credit insurance, have been developed by the Government of the 
Reich also during the current year of improved trade conditions, 
in so far as this was financially possible, because the Government, 
like the Agent General, places special emphasis on a steadily growing 
increase of our exports. Its cooperation in the World Economic 
Conference, in the results of which the German Delegation had 
a considerable part, is one of its activities in this connection. The 
Government of the Reich is working with especial emphasis to 
complete and to conclude its system of commercial treaties. It may 
point particularly to the conclusion of the Franco-German and the 
Germano-Jugo-Slav commercial treaties. It is endeavoring to 
conclude commercial treaties with Poland and Czechoslovakia. 
In addition, the Government has taken steps to effect basic reduc- 
tions of customs rates, again with a view to preventing a rise in the 
German price level. Finally, during the past few days, by sub- 
mitting a proposal in Geneva for the suppression of all export and 
import prohibitions prejudicial to economic activity, it has shown 
its readiness to cooperate in the facilitation and reorganization of 
international trade. As the Agent General himself emphasizes, 
the effect of these measures on Germany’s exports depends largely 
on the extent to which other countries, and especially Germany’s 
chief creditors, show their willingness to follow on their part a com- 
mercial policy which opens their markets to German goods in similar 
manner. Unfortunately, matters are still far from satisfactory in 
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this respect. The most varied obstacles to imports prevent German 
exports from developing in the way that is absolutely necessary to 
equalize the German trade balance and in addition to realize the 
surplus upon which in the long run, according to the Experts’ Plan 
itself, the transfer of reparation payments depends. The German 
Government observes with grave anxiety this development in the 
countries constituting its export markets. The German economy 
is still far from able to meet the deficit in the trade balance out 
of its own resources. As already remarked, not only is a further and 
greater growth of exports necessary to achieve this, but above all 
imports must be restricted by increasing agricultural basic produc- 
tion. But the position of agriculture is characterized by the extra- 
ordinary amount of its post-war indebtedness, which has increased 
to a total of 6.7 milliard reichsmarks as a result of unfavorable 
economic conditions in the years following the breakdown and the 
stabilization of the currency. Only a part of this debt, i.e., 2.5 
milliards, has been consolidated into long-term real credits. The 
greater part has been taken up at short-term and there is no pos- 
sibility of meeting out of current income these debts carried forward 
from previous years. Accordingly, that portion of the floating debt 
of agriculture which cannot be met out of current income must 
be consolidated into long-term real credits. In this process it will 
not be possible to evade a resort to foreign money if we are to smooth 
the way for a more rational and profitable agricultural output, and 
thus to create the necessary condition precedent to a decrease in 
the importation of foodstuffs and a revival of the home market 
for industrial products, and to provide for increased absorption of 
our own labor on our own labor market. 

Not the least important factor in the reconstruction of the Ger- 
man economy is the maintenance and strengthening of German 
labor. This proves the productive nature of even the increased 
expenditures for German social policy. The impoverishment caused 
by war and inflation has led to a disproportionate increase in the 
number of workers in Germany. Furthermore, the German labor 
market is subject to far greater fluctuations than before the war. 
For these reasons a systematic labor market policy and an effective 
unemployment relief have become indispensable today. The weak- 
ening of the health and power of resistance of the population, the 
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increase in the number of insured persons and persons in receipt 
of social annuities as a result of the war, the increased cost of medical 
relief and the loss of capital suffered by the insurance organizations 
have called for increased expenditure in respect of social insurance 
and social relief. 

It is furthermore a natural duty of the German people to provide 
for war-wounded and the survivors of those who fell in the war in 
such manner as to protect these war victims from want. In spite of all 
expenditure thus far only slow progress is being made in overcoming 
the most urgent shortage of dwellings, as may be seen from the census 
of dwellings throughout the Reich. Grave danger to the health 
and morals of the workers and their children is to be feared, and 
business will be prevented from obtaining adequate skilled labor 
so long as this housing shortage continues. 

The Government of the Reich knows itself to be in agreement 
with the Experts’ Plan in taking all these measures in the field of 
social relief, for the Plan expressly recognizes the necessity of pre- 
venting the standard of living of the German population from sink- 
ing below the level of other nations. 

The greater part of the observations in the memorandum on the 
problem of credit and currency policy are addressed to the Reichs- 
bank, which is directly responsible under the Experts’ Plan. The 
objections made against the public authorities having a credit 
policy distinct from the credit policy of the Reichsbank may be 
disposed of by the statement that, in negotiations between the 
Reichsbank and the authorities in question, an agreement has now 
been reached which provides for common leadership in relation to 
the money market and covers important fields of investment of 
public funds. In those cases where agreement has not yet been 
reached, endeavors are being continued. The Government of the 
Reich too is of the opinion that any thwarting by other adminis- 
trations of the currency and credit policy followed by the Reichs- 
bank must be avoided in the interests of the uniformity and effective- 
ness of Reichsbank policy. As it has done hitherto, the Government 
of the Reich will meet together with the Reichsbank at the briefest 
possible intervals with a view to keeping the monetary and credit 
policy in harmony with internal and external policy in general. 
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FINANCIAL DEVELOPMENT AND PRESENT POSITION 


I. Fundamental 


The reconstruction of German private business required and to 
some extent still requires, as stated above, measures of an extra- 
ordinary nature. The same is true of the reconstruction of the 
public finances, which neglected most urgent matters, especially 
during the inflation period, and must make good long-standing omis- 
sions. A return to the normal conduct of the public finances pre- 
supposes a clear knowledge of the burdens incumbent upon them. 
The Government of the Reich has been long and: most energetically 
striving to create such clarity. The problem involves the solution 
of the revalorization question no less than of the questions of the 
compensation to be paid to the war victims who have suffered liquid- 
ation and forcible damage, and the salary reform. Other questions 
in this connection are the continuation of measures to simplify ad- 
ministrative procedure and the tax system, as well as the collection 
of statistics on the revenues and expenditures of all public bodies. 
The Government of the Reich is pressing for a settlement of these 
problems in such a sequence as will make it possible at the end to 
arrive at a definitive financial settlement, i. e., a financial settlement 
that will not prove ineffective in practice because it is built up on a 
public economy full of unsolved problems and uncertain burdens. 
Only thus, through a well-ordered financial administration, can 
that stability in the conduct of public affairs be guaranteed which 
will put private enterprise in Germany in a position to produce ~ 
effective surpluses. 


II. The Finances of the Reich 


1. An account of the general financial position and its develop- 
ment since 1924 was given by the Finance Minister of the Reich in 
his speech of October 26, 1927, to the Budget Committee of the 
Reichstag. A printed copy of this speech is attached.'!' Reference 
will only be made here to a few figures likely to make clear the actual 
tendency of development. In the first place, one figure which clearly 
shows the extent of Germany’s financial liabilities. Germany’s 
total war charges, i. e., the reparation payments together with all 
internal liabilities which the Reich had to assume as direct results 

1 gee p. 47. 
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of the war, call for over 3.5 milliard reichsmarks in 1927, or almost | 
two-thirds of the total ordinary expenditures and more than one-half 
the total ordinary and extraordinary expenditures of the Reich. 

The increase in the total expenditures from 1925 to 1927 is mainly 
due: 


(a) to increased reparation payments, 

(b) to the cost of social insurance and unemployment relief, 
(c) to assistance to war victims, 

(d) to the debt of the Reich. 


For these items alone the increase in expenditure amounts to more 
than 1,500 million reichsmarks, i. e., more than the amount of the 
increase in total expenditures after deduction of the transfers to the 
States and communes. 

2. Ordinary Budget.—In the ordinary budget approximately 2.6 
milliards are required in 1927 for the above-mentioned war burdens 
alone, in so far as these are a charge on the budget, or approximately 
half the total ordinary expenditures of the Reich, which without 
the transfers to the States amount to about 5.8 milliard reichsmarks. 
This does not include the expenditure which dates back to the 
inflation and was rendered necessary in order to cope with the ur- 
gent distress caused by the collapse of the currency. If we restrict 
ourselves to the war charges as given above, the importance of these 
burdens becomes clear when it is remembered that for 1913 the cost 
of the total administration of the Reich was only 2.7 milliard marks. 
When therefore, in spite of the enormous sum for war charges which 
did not exist in 1913, the German Reich now balances with an or- 
dinary budget of 5.8 milliard reichsmarks, this cannot be said to be 
budgeting without regard to the reparation obligations. It has al- 
ready been explained that the increases for social charges are also 
designed to serve the aim of economic reconstruction. 

The 1928 budget, which alone must carry 400 millions additional 
for reparation payments, is being compiled on principles of the strict- 
est economy. The Government of the Reich considers it at the 
present time a paramount duty effectively to oppose continuous in- 
creases in expenditure, even in the ordinary budget. It realizes very 
well the dangers which an unrestricted rise even in expenditures 
justifiable per se would inevitably entail for the budget of the Reich. 

3. Extraordinary Expenditures.—The expenditures of the extra- 
ordinary budget have been in special measure the subject of the ; 
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criticism of the Agent General. The Government of the Reich un- 
reservedly agrees that there is indeed, in this extraordinary budget, 
cause for grave anxiety as to future financial policy. It does not 
seem to the Government, however, important at the present moment 
to raise the more theoretical question as to whether an extraordinary 
budget as such is justified, or as to whether possible technical faults 
might be found in the distinction between the two budgets hitherto 
customary under the special circumstances of Germany. In an case, 
radical measures are required in order to prevent the sum total of 
the borrowings of the Reich from growing still further and to con- 
solidate the existing debt. In regard to the first point, it is the in- 
tention of the Government of the Reich to prevent, as far as possible, 
any increase in borrowing in the new budget year 1928 and to ask 
for further authorization to borrow, if at all, only to a very small 
extent and for unavoidable necessities. As to the second point, the 
consolidation of existing loan requirements, it must first be remem- 
bered that there is at present no prospect of placing loans. On 
the other hand, some of the expenditures which present loan au- 
thorizations are intended to cover are absolutely necessary and 
have moreover largely been covered by advances from the receipts of 
the ordinary budget. Under this heading come expenditures which 
were devoted in the past to combat the catastrophic consequences 
of unemployment and which have found justification in the results 
already obtained. Since then, however, we have undertaken the 
task of subjecting the still outstanding items of this expenditure 
to a careful, critical inspection, in some cases entirely abandoning 
them. In so far as this is not possible, the only thing left to do is 
systematically to liquidate the actual programme of expenditures 
at such reduced speed that it is brought into harmony with the 
financial position and the capital market. As with last year’s balance, 
the total remaining after the above-mentioned inspection will be 
taken over into the 1928 budget. This, however, will not mean 
that the funds will be actually expended in full in 1928; the contem- 
plated retardation will, on the contrary, have to extend over a longer 
period. If these intentions are successfully and calmly carried out, 
the period of high extraordinary expenditures, the explanation of 
which lies mainly in the stabilization crisis, may be looked upon as 
closed. 
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III. The Finances of the States and Communes 


To pass judgment on the public financial administration of the 
States and communes is very specially difficult for anybody who does 
not have the historical development of their finances clearly before 
his eyes, not only on account of the special duties imposed on these 
bodies by the war and post-war periods, but also because the German 
communal system has always been entrusted with special duties 
elsewhere reserved to private enterprise. The Government of 
the Reich agrees with the Agent General that the contracting of 
loans for administrative purposes by the States and communes 
is out of the question on the home market, owing to the shortage 
of money, and also on the foreign market because of the extreme 
caution necessary. It is inherent in autonomous administration 
that here and there expenditures are unavoidable which are not 
in keeping with the dictates of strict economy. Such expenditures 
are certainly regrettable. But they represent no considerable 
proportion of the total expenditures. The duties of the communes 
are not confined to administration. In contrast to other countries, 
the communal system in Germany, in particular during the last 
third of the nineteenth century, developed in such a way that the 
communes became responsible in not inconsiderable measure for 
the satisfaction of certain needs of private enterprise. This applies 
primarily to the establishment and administration of the public 
utilities. As opposed to countries in which from an early date suffi- 
cient private capital was available, the supply of the population 
with gas, water, electric light, and the means of transportation 
necessary for the public has for decades been, to a very large degree, 
in practice in the hands of the German communes. No proof is 
needed of the fact that loans which serve the necessary development 
and rationalization of these services are productive in the broadest 
sense, in so far as in this way private enterprise in the commune 
is enabled to undertake new and fruitful activity. On the other 
hand, in making these productive expenditures and in considering — 
the borrowing desired to finance them, the communes must of course 
give due consideration to the general situation in Germany. In 
the opinion of the German Government, it would be entirely im- 
proper if a commune should try to proceed in such matters on 
the basis of its own interests and without regard for the general 
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currency and credit conditions of Germany. The measures which 
the Government of the Reich has taken in connection with the 
borrowing policies of the States and communes are explained else- 
where. 

A detailed enquiry into the loans contracted by the German public 
corporations shows that the figures publicly discussed do not justify 
the conclusions frequently drawn from them in regard to the financial 
conduct of these corporations. If, for example, as in the memoran- 
dum, the external loans of the public corporations of Germany 
since 1925 are estimated at 1,600 millions and the conclusion is 
drawn therefrom that public bodies have contracted as many loans 
as trade and industry, an exact enquiry into the loans and the 
purposes for which they were contracted will, on the other hand, 
show the following picture. 

In the period from January 1, 1925, to September 30, 1927, the 
Advisory Office dealt with the following external loans: 


Applications put in Applications allowed 


RM RM 
(a) Communal loans .... 1,076,778,420 584,965,200 
(b) State loans . bre. 605,808,000 550,500,000 
(c) Agricultural loans (Ren- 
tenbank-Kreditanstalt) . 241,000,000 241,000,000 
(d) Industrial loans (with State 
or communal guarantee) 262,008,750 253,608,750 
2,185,595,170 1,630,073,950 


This survey shows that the total of 1,600 millions mentioned for 
public loans includes those of the Rentenbank-Kreditanstalt, i.e., 
credits borrowed for agriculture which alone total 241 millions 
and likewise credits for private industrial concerns to the amount 
of approximately 254 millions. This makes it necessary at once to 
deduct about one-half milliard from the 1.6 milliards. It may 
be pointed out further that, in the figures which it gives for non- 
public loans, the memorandum leaves agriculture entirely out of 
account. A more detailed explanation is required, if the character 
of the loans contracted is examined in detail. The following tables, 
showing the objects of the loans with the sums demanded, will 
make this clear. 

In the period from January 1, 1925, to September 30, 1927 the 
following applications were put in and allowed: 
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(a) Communal loans: (b) State loans: 
RM RM 
Applications put in: 1,076,778,420 Applications put in: 605,808,000 
Applications allowed: 584,965,200 Applications allowed: 550,500,000 


Distributed as follows: Distributed as follows: mill. RM 
Electricity, approx. 193,643,200 Electricity, approx. 173.8 
Gas, approx. 64,663,000 Water (Hamburg), ap- 

Water, approx. 80,147,000 prox. 15.5 

Harbors, approx. 20,352,000 Sea ports, approx. 200.7 

Means of transport, Land clearance (land 
approx. 111,650,000 improvements, etc.) 

Joint loan of the approx. 99.5 
Savings Bank and Industry, approx. 50.7 
Giro association, Miscellaneous, ap- 
approx. 96,600,000? prox. 10.3 

Miscellaneous, ap- 
prox. 17,910,000 

584,965,200 550.5 


The above figures show that the recommendations of communal 
and State loans have been confined exclusively to those the proceeds 
of which were to be used for productive purposes. This applies also 
to the relatively small amount of approximately 29 million reichs- 
marks which is not itemized, but is included under the heading 
‘“‘Miscellaneous.”’ For the most part the loans contracted by the 
States and communes have been intended for such purposes as will 
practically place them on a footing of equality with those of pro- 
ductive economy. The entire 1.6 milliards have therefore benefited 
the reconstruction of the German economy, and have not served to 
increase that administrative outlay of the public corporations from 
which the memorandum expects dangers. 

Again as regards the budgets of the States and communes, the 
memorandum repeats the criticism of the existing financial settle- 
ment between these corporations and the Reich. The Government 
of the Reich holds that for its part it may at the outset refer to the 
discussions which have already taken place and to the statements 
made by the Finance Minister of the Reich in the budget speech 
of October 26, 1927. Special explanation is, however, required on 
some points. The Experts’ Plan avoids imposing on the Reich 
definite regulations as to the nature and date of the conclusion of 


2 Used chiefly for electricity, gas, and water; distributed among approximately 160 
associations of communes. 
[38 J 





105 


the financial settlement. To show this, reference may be made 
to the frequently mentioned passage in the Report: 


We do not pretend to be in a position to make detailed recom- 
mendations; the subject is a complicated one and involves 
the consideration of social and political factors many of which 
have deep roots in historic traditions. 


This fundamental idea has lasting justification. It has frequently 
been explained already that it is impossible to build up a definitive 
financial settlement on the basis of a national economy not yet 
rationalized, the capacity of which it is difficult to estimate and 
the agricultural position of which is continuously unfavorable, in 
favor of public administrations which are as yet unrationalized. A 
premature settlement would in the long run place upon the Reich 
sacrifices which it will certainly be possible to avoid in a subsequent 
solution under normal conditions. When the present shares of the 
States in the income and corporation income taxes are attacked 
because (amongst other things) they assure to the States a share 
in the growth of national prosperity, this conception can hardly be 
said to do entire justice to the historical development of the Ger- 
man finances and the special characteristics of the financial ad- 
ministration imposed on Germany by the Experts’ Plan. When 
the new Constitution was being drafted, the Reich took care to 
ensure an increase in its financial powers corresponding to the 
charges it has to bear. Since 1919, it has not ceased to exercise its 
influence toward making the financial system more uniform and 
clear. As early as 1919, it took over for itself the great personal 
taxes. It has claimed the whole of the tax on real and personal 
property, and in the case of the income tax and corporation income 
tax it returns to the States only three-quarters of the proceeds which 
formerly went in full to them and their communes. As the Reich 
is responsible for the fixed charges of the Experts’ Plan, it has to 
rely chiefly on those taxes which are relatively least affected by 
economic fluctuations (taxes on consumption). This was recognized 
when the securities under the Experts’ Plan were assigned. There 
remains no other way but to leave to the States a considerable part 
of the taxes which adjust themselves to the ups and downs of eco- 
nomic development, with the result that in good years the States 
are able to fulfil their cultural and economic duties, whereas in bad 
years they must restrict their activities, while the Reich continues 
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all the time to pay reparations. The provisional financial settle- 
ment gives due consideration to the necessary security for reparation 
payments, and the Reich would be violating its obligations if it 
were to conclude a final financial settlement too hastily on inade- 
quate foundations. The financial statistics necessary for the de- 
finitive settlement, as to the importance of which the Government 
of the Reich entirely shares the Agent General’s views, have in the 
meantime been expedited with such acceleration as is consistent 
with the necessary care. The German financial statistics for the 
fiscal year 1925 are on the point of completion. The most important 
part of them, the revenue statistics (taxes), as well as the calculation 
of the additional requirements of the Reich, the States and com- 
munes, are already completed; further publications are immediately 
impending. Concurrently with these statistics Germany has com- 
piled the financial statistics for the financial year 1913, twelve years 
previously. The conclusion of the preparatory statistical work is 
no less essential than a return to normal economic conditions as a 
first step to a definitive financial settlement which will safeguard 
the economic interests of Germany as well as the objects of the 
Experts’ Plan. 

It is a natural demand, and one which neither the States nor the 
autonomous administrative bodies dispute, that in questions of 
public finance the Reich should assume the leadership. This also 
applies to credit policy, particularly in so far as in this connection 
the relation of Germany to foreign investing countries is concerned. 
Such leadership, as was rightly pointed out in the memorandum, 
can only be successful if it is sincerely and comprehendingly sup- 
ported by the States and communes. The extent to which the pro- 
visions of the German Constitution are applicable here may be left 
out of discussion in this connection. At any rate the Government 
of the Reich is devoting its greatest attention to the development 
of the financial affairs of the States and communes and endeavors 
to ensure that the principles which it considers right for itself are 
likewise observed by them. Practical proofs of this are afforded 
by the agreements on the foreign borrowing of States and com- 
munes, which have just recently formed the subject of fresh negotia- 
tions, the purpose of which is known to the Agent General for 
Reparation Payments. The most recent agreement was based on 
the decision of the Reich Cabinet of October 7, 1927, referred to in 
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the memorandum, which insisted that in view of the general situa- 
tion any expenditure is precluded that is not urgent or economic, 
whether made by means of foreign loans or out of internal resources. 

Aside from constitutional obstacles, a direct control over the 
finances of the States and communes for the purpose of examining 
financial conditions as a whole meets with difficulties originating 
in the diversity of the public administrations concerned and in the 
diversity of the economic, political, and cultural factors which have 
to be taken into account. The Government of the Reich recognizes 
it to be its duty to bring this difficult problem to an early and satis- 
factory solution which will take into account the well-understood 
reconstruction and general interests of Germany. 


IV. The Pending Bills 


A special word is required in regard to the three bills in which the 
Agent General sees a special burden on the Reich budget and an 
increased pressure on the budgets of the other parties concerned, 
namely, the salary reform, the final war damage law and the school 
law. 

1. The salary reform undoubtedly demands not inconsiderable 
funds; these, however, are considerably smaller than is assumed 
by the public. The amount required annually for the whole body 
of German officials, including expenditure on the Railway and 
Postal Service, may be estimated at 1,250 million reichsmarks in 
round figures. This sum will, however, be reached only if the States 
and communes adopt the Reich settlement in all respects and 
without exception. Of the total sum, somewhat over 300 million 
reichsmarks falls to the share of the Reich. But in considering 
this latter sum it must be remembered that only the smaller part 
represents salaries of officials proper. The major part, viz., 170 
million reichsmarks, is intended for the victims of the war. It is 
impossible to answer the question of increasing all these payments 
in the affirmative or negative solely from the standpoint of financial 
policy. On the contrary, this is one of those questions in the deci- 
sion of which quite different standpoints must have a part. It isa 
case of protecting a very large section of the German people from 
the most serious disturbance and of restoring its confidence, partially 
shaken, in the guardianship of the State. This consideration plays 
also a special part in the case of war victims. There is no need to 
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draw upon sentimental reasons (moral obligation and social sympathy 
for those who were severely disabled through the service of their 
fatherland) to justify the increases. The necessity of the increases 
over the present admittedly quite inadequate rates of pay is justified 
by political considerations alone. The work of reconstruction must 
be endangered if the State cannot give the most severely afflicted 
section of the population even enough to preserve them from need 
and to secure the standard of living guaranteed by the Experts’ 
Plan and hitherto withheld. The same applies to the officials. 
Moreover, they are the persons on whom the State has to rely in 
the execution of its will and whose attitude toward it and its existence 
is of the greatest importance in relation to the spirit of the nation 
as a whole. All business elements also agree with the Government 
that there can be no more serious impediment to the work of re- 
construction than the decline of German officialdom, renowned 
for its devotion to duty and its integrity, into a state of unreliability. 
Germany has every reason to maintain the great asset of her official- 
dom. The present bill is nothing more than the fulfilment of promises 
constantly reiterated by various Governments. The officials have 
subordinated their urgent needs to the higher standpoints of the 
national welfare in praiseworthy manner. They cannot reasonably 
be put off any longer with further promises at a time when the 
work of reconstruction of the public economy must come to a 
certain conclusion, when no distress in private economic life is 
observable in the degree that hitherto existed, and when the state 
of the public finances permits action. In regard to the last con- 
sideration, it is pointed out that for the current financial year the 
necessary funds are available as the result of savings arising out of 
unemployment relief because of the improvement of the German 
economic situation. For the coming period adequate cover will be 
provided by the receipts which may be expected from taxation, 
to which the salary reform will also contribute, and in respect of 
which details are furnished in the speech of the Reich Finance 
Minister to which reference has several times been made. For the 
States and communes the question lacks uniformity because financial 
circumstances are not uniform everywhere. It may be emphasized 
once more that for purposes of salary reform neither an increase 
in the rates of taxation nor even a rise in the tariff rates of the 
German Postal Service or the German Railway Company enters 
into consideration. 
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Naturally, a reduction of total requirements for salaries, by 
measures of reorganization, is kept firmly in mind in connection 
with the salary bill. Nothing, however, can be accomplished on 
these lines if the officials themselves do not collaborate in all neces- 
sary measures to this end with the most unselfish devotion to duty 
and if they are not at any rate to some extent relieved of constant 
apprehension that their existences are endangered. The Govern- 
ment of the Reich has for a long time been considering, particularly 
in collaboration with the Reich Commissioner of Economics, a 
rational development of its administrative apparatus. In these 
questions of the political structure of Germany, natural develop- 
ments must not be violently pushed forward nor hindered by undue 
timidity. Like the Reich, the States and communes will not be 
able to avoid the pressure of economic development, which necessi- 
tates the strict concentration of all forces and the simplification of 
the structure of these forces in all branches of private and public 
economic life. There are three goals which were indicated in the 
Finance Minister’s speech. Firstly, the simplification of the ad- 
ministration of the Reich itself. This has been undertaken on a 
large scale; the work will be continued unceasingly and in closest 
collaboration with the Reich Commissioner of Economies. Secondly, 
the creation of sharp boundary lines where the spheres of the func- 
tions of the Reich and the States overlap. Here there are greater 
difficulties. Since the first days of the stabilization the attempt 
has been made to clear matters up here with a view to avoiding double 
work. Much has been done in this sense. The creation of a system 
of unemployment insurance under autonomous administration, which 
eliminates this border area from the dispute over competence may 
be recalled. Further work along these lines must be done so that 
really only those duties fall to the Reich which are functions of the 
whole German nation or which the single State cannot fulfil at all 
or can fulfil only inadequately. The third goal remaining is the 
simplification of the administrations of the States and communes 
themselves, among whom valuable endeavors to continue the work 
in this field are already voluntarily shown. Nor is there any lack 
of schemes which promise practical results at an early date. Men- 
tion need only be made of the bill for the standardization of taxa- 
tion, based upon the idea of overcoming the co-existence of several 
tax administrative apparatuses and of having similar transactions 
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performed by a single administrative organ. In the province of 
supreme administrative jurisdiction also, an endeavor is being 
made to simplify the administration by setting up a Reich Ad- 
ministrative Court. It is naturally the object of the Government 
of the Reich to attain similar results in other spheres. The necessary 
steps to this end have already been begun. In view of the entangle- 
ment of these things with the constitutional structure of the German 
Reich, difficulties arise which cannot be thrust aside merely by a 
reference to financial expediency. Careful preparation is required 
to find a solution which will not substitute new and greater difficul- 
ties and frictions for those eliminated. 

2. Final War Damage Law.—In connection with the final war 
damage law, no undue claims are to be made either on the capital 
market or on the taxpayer. Only in so far as the proposed use of 
certain assets of the Reich, i. e., primarily the interest on and pro- 
ceeds of the sale of the preference shares of the German Railway Com- 
pany, is not sufficient for the purpose, will a call be made on current 
budget funds for the balance, which will in any case be relatively low. 
In so far as special questions of technical finance are concerned here, 
the Government of the Reich reserves the right of further discus- 
sions with the Agent General. As the Agent General is aware, the 
bill itself is a consequence of the measures taken by Germany’s 
former enemies and of the provisions of the Treaty of Versailles. 
Article 297 (i) required Germany to indemnify her own nationals 
on account of these measures and in this manner the liquidating 
countries were released from the obligation to pay compensation. 
Those whose property was liquidated have been awaiting settlement 
of their losses since 1919. Wide circles of the German population 
have become increasingly uneasy at this course of events. To inter- 
vene here and to doat least what can be done in accordance with the 
weak financial resources of the Reich towards settling a fraction of 
these damages and promoting most essential reconstruction, is 
an urgent necessity. 

3. The School Law.—The costs of the proposed school law play 
no part at all in the near future. For the first three years there will 
be no additional charge in any event. After that time, it is a ques- 
tion of practical execution to what extent costs will arise and how 
great they will be; in any case, this will largely depend upon the 
financial position of those public administrations which are to 
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assume the additional costs incurred. There is no good foundation 
whatever for the exaggerated figures published in this connection. 

The school law is a solution to questions which are most intimately 
bound up with the cultural traditions of the German people—a 
solution which is assured by the Constitution of the Reich and which 
is especially urgent, since under Article 174, paragraph 1, of the Con- 
stitution, the States are unable to reorganize their education system 
by means of their own legislation until the enactment of this law. 

As regards the effects of the additional expenditure entailed by the 
three laws, accordingly, the German Government cannot recognize 
the conclusions of the memorandum. It believes it has made clear 
that there is no reason to fear in any way a threat to the principle 
of budgetary equilibrium, which, like the Agent General, it regards 
as the cornerstone of the Experts’ Plan. Within the budget, the 
payment of the reparation charges is more than amply covered by 
the controlled revenues. 

It must not be left unmentioned that the payments involved by 
the final war damage law and the salary settlement, unlike the rep- 
aration payments transferred abroad, do not themselves weaken 
Germany’s capacity to pay the reparation charges. Here there are 
merely certain temporary readjustments of purchasing power un- 
likely to have any economic effect on the conformation of German 
imports or to result in any economically disadvantageous restric- 
tion of exports. 

In the foregoing the German Government has clearly set out its 
view of the financial situation and of the probable capacity of the 
German economy. It remains only to clear up a misunderstanding 
that appears to exist as to its view, which has never changed. The 
memorandum mentions the budget speech of February 16, in which 
the Finance Minister of the Reich, referring to the reparation ob- 
ligations of the next two years, stated that “at the present moment 
he did not yet see any possibility of our being able to provide these 
amounts.”” But the translation in the memorandum reads: “At 
the present moment . . . I see no possibility of providing 
these sums.’’ This translation omits to render the word “yet,” 
which according to German linguistic usage has a decisive influence 
upon the meaning of the sentence. When this faulty translation 
appeared in the foreign press, steps were taken to correct it by 
reference to the official Reichstag protocol. 
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CONCLUSION 


The attitude of the German Government toward the execution 
of the London Agreement is clear. With the Agent General, it re- 
gards the Plan as a means of making a practical test of the solution 
of the reparation problem. It is determined to contribute its part 
toward a fair test. It is fully aware of the duties and sacrifices in- 
volved in doing so. The German Government has acted thus far 
in this consciousness. Its measures, explained in detail in the fore- 
going, are intended to serve to promote the construction of a nor- 
mal economic system of State and private enterprise; without which 
a further successful execution of the Experts’ Plan is hardly possible. 
This aim includes the supreme endeavor to preserve the fundamental 
prerequisite of the Plan; equilibrium in the budget of the public 
administration. After the explanations given, even for the outsider 
there can be no justification of the impression that “Germany is 
not acting with due regard to her reparation obligations”’ and that 
the ‘“‘German financial policy of the past year has not been in the 
interest of the reparation obligations of Germany.” In particular, 
in so far as the cooperation of the Government of the Reich in the 
work of the Transfer Committee is concerned, there can be no 
doubt, in view of what that Government has done in practice during 
the last few years, as.to its readiness to aid within the limits of a 
sound economic and financial policy. The settlement of the Experts’ 
Plan, with its sharp distinction between the internal payment of 
reparations and their transfer abroad, has been justly regarded by 
the whole world as the greatest step forward in the reparation ques- 
tion; the positive duties which the Plan places upon the German 
Government in respect of transfer are precisely delimited in the Plan 
(Annex VI). The Government of the Reich affirms that it has never 
artificially restricted the possibilities of transfer; moreover, it rejects 
the idea of ever doing so in future. The real tests as to whether a 
genuine transfer within the meaning of the Plan is possible in the long 
run are still to come. As the Agent General himself aptly remarks, 
and as will be seen from the statements of this memorandum, its 
realization depends largely on the economic policy of other countries. 

The Government of the Reich believes it should not close this 
memorandum without giving expression to its firm hope that the 
confidence in the loyal cooperation of all those concerned upon 
which the Experts’ Plan was based will remain the unshaken founda- 
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Finance Minister of the Reich. 
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SPEECH OF THE FINANCE MINISTER OF THE REICH 
BEFORE THE BUDGET COMMITTEE OF THE REICHSTAG 
ON OCTOBER 26, 1927 


The introduction of the draft bill relating to salaries gives me 
an opportunity of indicating the broad outlines of the general posi- 
tion in regard to the financial policy of the Reich. I cannot do this 
without glancing back at the development of our finances since 
1925. I regard it as the more necessary since both at home and 
abroad apprehension on the score of our tendency towards increased 
expenditure is being expressed. I am anxious to explain the factors 
which have led to this increase in expenditure, and which—I may 
say at once—have for the greater part shown themselves to be the 
result of inevitable development. 

The development of ordinary and non-recurrent expenditures 
between 1924 and 1927 is as follows (I base my calculations here 
for 1924-1926 on the budget results including the outstanding 
balances and for 1927 on the budget estimate): these expenditures 
amounted in 1924 to 4.3 milliards, in 1925 to 4.95 milliards, in 1926 
to 5.7 milliards and in 1927 to 5.76 milliards. This shows that the 
expenditures increased between 1924 and 1927 by about 1% milliard, 
the most rapid increase being between 1925 and 1926 (about 750 
millions). It should be remembered, in connection with this tre- 
mendous increase, that 1924 cannot really be taken as a starting 
point or as a typical year for purposes of comparison. The position 
was not stable enough at that time to make it possible to regard 
1924 as a normal budget year. Moreover, we have since 1924 been 
laboring under the necessity of making good what was destroyed 
during the war and the inflation. The Reich had recovered from 
the worst of the economic crisis, and had to devote that year to 
reconstruction and building up what had been destroyed. In addi- 
tion, there was the anxiety in regard to the most precious possession 
left to us—the working capacity of the German people. This work 
of reconstruction has inevitably led in the last few years to increased 
expenditure. The draft bills now introduced by the Government 
of the Reich are part of this work and, only when this development 
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has in some measure been brought to completion will it be possible 
to speak of a normal budget which excludes any further increase 
in expenditure. 

I will now, if you will allow me, give a survey of the principal 
items of increased expenditure in the last few years; the expenditure 
on social insurance and unemployment relief amounted in 1924 to 
165 millions, in the following years to 422 millions and 698 millions 
respectively; for 1927 it is estimated at 615 millions. That means 
another tremendous increase in expenditures since 1924. No one 
can say that, having regard to the economic situation which lies 
behind us, especially the period of terrible unemployment, this 
expenditure was unnecessary. Expenditure on interest and sinking 
fund of the public debt of the Reich amounted in 1924 to 200 mil- 
lions and increased in the following years to 105, 340, and 486 mil- 
lions respectively. This represents an increase of nearly 300 millions, 
which is mainly due to expenditure in respect of loan liquidation. 
Reparation payments amounted in 1924 to nil, in 1925 to 146 millions, 
in 1926 to 433 millions, and in 1927 to 831 millions—an increase 
of more than 800 million reichsmarks as compared with 1924. Those 
are only the budgetary payments; the expenditure on social relief 
and pensions amounted in 1924 to roughly 1 milliard, and in the 
following years to 1.4, 1.45, and 1.47 milliards respectively—an 
increase of approximately 400 million reichsmarks. These four 
items of expenditure alone make an increase in the budget charge 
of about 2 milliards in 1927 as compared with 1924—an increase 
which must generally speaking be regarded as inevitable. Against 
this there is a gradual falling off of internal war charges, which 
amounted in 1924 to 999 million reichsmarks, and in the next years 
to only 393, 305, and 176 millions respectively. Let me amplify 
these figures, which speak for themselves, by one more consideration. 
If we understand war charges in a rather broader sense—that is, 
as including (besides the reparation payments and so-called ‘internal 
war charges’’) war and military pensions, expenditure connected 
with the ceding of territories, the occupation and disarmament as 
also other outlay arising out of the war—it is seen that the amounts 
thus shown in the budget of the Reich in respect of which there are 
no corresponding items in pre-war budgets make up an extraor- 
dinarily high percentage of the total expenditure of the Reich. 

The war charges in this sense amount in 1927 to over 3% milliard 
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reichsmarks, that is rather more than half the total expenditure of 
the Reich, or 57 reichsmarks approximately per head of population. 
On the other hand, the charge per head of population in respect of 
the total expenditure of the Reich in 1913 amounted to about 41 
marks, or only about 7/10 of the expenditure in this financial year 
in respect of war charges only. 

These brief and rough indications are, I think, sufficient to show 
that the increase in expenditure as compared with before the war 
and between 1924 and 1927 was and is to a large extent inevitable 
and in no way points to extravagance. It is admitted that here 
and there an increase in expenditure may have been incurred which 
could have been avoided or which cannot be reconciled with prin- 
ciples of extreme economy; but, on the whole, the increase in expendi- 
ture is a result of the war, and, as I have said, determined by the 
necessity of reconstructing everything that was destroyed during 
the war and the inflation. 

We‘have, particularly during the last few months, undertaken 
a considerable restriction of expenditure policy in the current 
financial year and introduced a system of permanent control of 
expenditure, so that the principles of strictest economy may be 
meticulously observed. This work of reconstruction discussed 
above includes the draft bills announced by the Government in 
February of this year and introduced subsequently. I have already 
pointed out that, having regard to the fact that the salaries of the 
officials have remained considerably below the salaries before the 
war in real purchasing power, and to the consequent distress and 
indebtedness of the officials which have been increasing from year 
to year with growing danger to the State, an increase in the rates 
of remuneration of the officials is incontestably necessary and brooks 
of no delay. This is not a fresh additional charge but a making good 
of the failure to increase salaries in the last few years, with a view 
to maintaining the working capacity, contentment, and integrity ° 
of the German officials: it is in fact an expenditure on reconstruc- 
tion of undeniable political importance. The bill takes due account 
of the economic position. That is why the Reich Government 
could not make up its mind to bring in the bill on April 1, or July 
I, 1927. It was just this need of taking into account the economic 
position which prevented us from introducing the. bill on April 1, 
or July 1, 1927, at a time when it was not altogether possible to 
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see to what extent, in view of the economic position, the expenditure 

could be covered. If the draft is introduced at a moment when 
the measures for the simplification of the administration have just 
been introduced but not yet fully applied, it must be remembered 
that those measures are only possible with a properly paid staff of 
officials, who are not burdened with anxiety as to how they are to 
make both ends meet. 

The same is true of the final law covering war damages due to 
liquidation of property. Here again, it is a duty to make good what 
had inevitably been omitted in this connection owing to the strained 
position of the finances and the excessive obligations upon the Reich. 
I would point out that, according to the Government draft, this 
will not entail a very great increase in the charges in respect of the 
current budget, since the additional expenditure is to be covered 
by realizing property of the Reich. It is quite a mistake when it 
is represented in foreign countries that a yearly expenditure of 1 
milliard reichsmarks will be necessitated for this. This sum is the 
total capital expenditure involved. 

If I may be allowed to touch on the subject of the education bill, 
the introduction of such a measure is imperatively demanded by 
the Construction of the Reich and consequently also represents 
an unavoidable duty. In how far the education bill before the 
Reichstag involves an increase in present charges cannot yet be 
estimated. It must be the aim and object of us all so to carry out 
the provisions of the education bill as to assure the keeping of any 
additional expenditure incurred by the public bodies concerned 
within the narrowest possible limits. In any case no increased 
charges are involved for three years. The question does not there- 
fore arise at all as far as the current budget and the next two finan- 
cial years are concerned. I would, however, like to say a word in 
regard to the exaggerated estimates which have been disquieting 
public opinion in the last few days, a figure of 600 millions and even 
more having been mentioned. One may ask why this bill was intro- 
duced in this (current) year of all others and why 1927 should have 
been burdened with the bill relating to salaries of officials, the bill 
on the liquidation of war damages due to liquidation of property, 
and the education bill, why the Finanzausgleich [financial settle- 
ment] had to take place at the beginning of this financial year, why 
a skeleton law of the Reich is to be issued and why an unemploy- 
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ment insurance bill has been drawn up—all of which bills are causing 
more or less apprehension in the public mind and involve a heavy 
budget charge. It would have been much pleasanter for me as 
Finance Minister of the Reich if I had not had to undertake all 
this work during the current financial year and a distribution of 
the financial burden could have been effected here also. There 
has, however, been no such distribution. On the other hand, we 
are in the last year of the so-called recuperation period—the period 
of transition as far as our charges under the Dawes Plan are con- 
cerned. The Government of the Reich was of opinion that for 
all these reasons the matters in question should be dealt with now, 
in the current financial year. 

In regard to the question of cover, I would like to emphasize the 
fact that the cover for the expenditure involved by the new settle- 
ment of the salaries question can be found both in 1927 and 1928 
in Germany without any increase in taxation, by means of economies 
on the expenditure side and the increased yield of the taxes (I mean 
of course without any increase in the tax rates). I would like to 
consider now the development of the financial position in 1927. 

The financial position of the current budget year has, following the 
upward movement of the conjuncture, developed more favorably 
than could have been expected when the 1927 budget was estab- 
lished or even when it was voted in the spring. 

On the revenue side, the income, corporation income, and turn- 
over taxes, etc., amount in the first six months of 1927 to 2,658 
millions compared with the budget estimate for the year of 5,306 
millions; customs and taxes on consumption, etc., to 1,457 millions 
as compared with the budget estimate for the year of 2,445 millions. 
The probable results for the year cannot be calculated by doubling 
the returns for the first half year, as but few taxes are evenly col- 
lected throughout the whole year—in the case of most of the taxes 
owing to a number of circumstances there is a marked difference 
between the amount collected in the second half year and that 
collected in the first half year. It is therefore necessary to con- 
sider the several taxes individually. 

In regard to the wages tax, which is estimated for 1927 at 1,200 
millions, this yielded about 640 millions in the first half year. The 
result for the second half of the year may be presumed, on the 
strength of previous experience, to be influenced by the greater 
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number of unemployed persons and the amounts to be refunded 
in respect of the tax between January and March. These reduced 
receipts will, however, be set off by increased receipts derived from 
the increase in wages and salaries already introduced. The returns 
for the whole financial year may thus be calculated at about 1,270 
millions. The tax on income derived from capital deducted at the 
source (which was estimated for 1927 at 120 millions) yielded 76 
millions during the first half of the year. A similar amount is not 
to be expected for the second half of the year, as the majority of 
companies draw up their balance sheets so as to coincide with the 
calendar year, and pay their dividends in the first half of the finan- 
cial year. The estimate will, however, in any case be attained. 

The probable yield for the year of other income tax was estimated 
at 1,300 millions. About 650 millions were collected in the first half 
of the financial year. Here again the estimate will probably be 
reached. On the other hand, the corporation income tax, which is 
estimated at 400 millions and brought in 240 millions in the first 
half year, will show a certain surplus. 

Only 372 millions approximately were received in the first half 
year from turnover tax, which was estimated at 900 millions. In 
this connection, however, there are two things to be considered. 
Firstly, the revenue from the turnover tax is higher in winter than 
in summer, on account of the extra Christmas business. Secondly, 
there is in 1927 a reduction owing to the fact that on April 1, 1927, 
the system of quarterly payments was generally adopted, as a result 
of which the returns from the turnover for two months do not figure 
in the first half year 1927 in the case of those paying every month. 
In the total result there will be but a small reduction, if any. 

A minimum amount of 2,600 millions is guaranteed to the States 
as transfers in respect of these taxes. Whether this sum will be 
actually reached or whether a certain amount will have to be ad- 
vanced on the guarantee of the Reich is not yet known. In no event, 
however, will such an advance, if any, amount to the sum provided 
for in the estimates; it will probably amount to only 20 millions. 

In the case of the tax on real and personal property, for which 
470 millions was estimated, about 200 millions were received in the 
first half of the year. It should be remembered in this connection 
that the assessment for the tax on real and personal property in 
1927 will not be completed until November and December and 
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that, on the basis of the assessment, a considerable supplementary 
payment is to be expected in the case of some of those liable. Further, 
agriculture had no quarterly payments to effect on August 15, and 
only had to pay the August 15 instalment on November 15 together 
with the instalment for the latter quarter. The total returns will 
not therefore be much below the estimates. The succession duty 
was estimated at 100 millions. During the first half of the year, 
about 33 millions were received: that is to say, about as much as 
in the whole financial year 1926. For the whole financial year 
1927, actual returns of 70-75 millions may be expected. That this 
figure is less than the estimate is largely to be attributed to the 
fact that the taxpayers are still short of liquid funds and therefore 
apply for respite of payment in accordance with the provisions of 
the law relating thereto, and that these applications, in view of the 
position, are not often refused. 

Of the other taxes on property and the movement of capital, 
which are not—like the tax on landed property, the automobile 
tax and the race-betting tax—merely transfer taxes, a certain not 
very considerable increase of returns over estimates may be expected 
in the case of the company tax, the bourse turnover tax, the tax 
on insurances, and the transport tax. The customs, which were 
estimated at 890 millions, brought in 628 millions in the first six 
months. It should be borne in mind, however, that during this 
period, as a result of the unfavorable harvest in 1926 and 1927, 
imports of cereals have been unusually large. It is not to be assumed 
that imports of cereals and flour will be as great in the second half 
of the year. The total returns may therefore be estimated at about 
1,150 millions. 

The tobacco trade has developed satisfactorily during the current 
year and there has been a considerable increase in output. Whereas 
the yield from the tobacco tax was estimated at 700 millions for 
the year, 374 millions were collected in the first six months, and it 
may be assumed that the estimates will also be exceeded during the 
latter half of the year. A small surplus may also be expected in 
the case of the beer tax, the yield from which was estimated at 335 
millions for the year, whereas roughly 180 millions were collected 
during the first six months. The reduction in the yield from the 
sugar tax will amount to approximately 75 millions on the budget 
estimate of 275 millions, in view of the fact that the tax reductions 
only make themselves felt from October onwards. 
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Altogether, provided that the economic position remains un- 
changed, a net surplus of approximately 300 millions may be expected 
for the Reich from all sources. 

On the expenditures side the most important economies are to 
be found under expenditure for unemployment relief. The un- 
expectedly favorable development of the labor market, due to the 
reduction to 350,000 of the unemployment figure (excluding persons 
receiving emergency relief) has resulted in an expenditure of only 
approximately 95 millions for ordinary and emergency relief during 
the first half year out of the 450 millions entered in the budget. 
During the second half of the year, approximately 50 millions will 
have to be expended to form a foundation for unemployment in- 
surance, whilst an amount larger than that for the first half year 
will have to be found for emergency relief. It may nevertheless 
be assumed that quite 200 millions will be economized. In the 
spring of the year, when the number of unemployed exceeded 1.8 
millions (there were still 1,225,000 on March 10), it was not possible 
to assume this. 

The remaining economies effected on the expenditure side of 
the budget are balanced by extra-budgetary expenditures and 
expenditures in excess of the budget. Taking together the reve- 
nue surpluses and the economies on expenditure we get an im- 
provement in the probable effective results, as compared with 
the budget estimates, of roughly 500 millions. Set off against 
this, however, are the expenditures in the supplementary budget, 
amongst which the amounts required for official salaries and com- 
pensation to war victims naturally play the chief part. For the rest, 
I would here refer to two further items of expenditure only: execu- 
tion of the compensation procedure at present in force in respect of 
“liquidation” war victims and mitigation of the distress caused by 
the floods. The total expenditures in the supplementary budget, 
the final amount of which has not been definitively fixed, will 
amount to something between 250 and 300 millions. 

Even taking the maximum figure of 300 millions, 1927 would still 
close with a surplus of approximately 200 millions. 

There are two points which must not be overlooked, in forming 
a complete picture of the situation. 

The fii st point is the dangerously high extraordinary expenditures. 
The extraordinary expenditure for 1926 and 1927, the amount of 
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which has not yet been covered by loans, is more than 900 millions, 
roughly half of which has up to the present been expended and 
provisionally met out of the funds in hand and the budget surpluses 
of the ordinary budget. This has only been possible because the 
funds cashed and available for the cover of the outstanding expendi- 
ture of the ordinary budget, as also the budget surpluses, which like- 
wise go toward augmenting the cash-liquidity, have hitherto rendered 
practicable this mode of cover. The increasing tendency to confine 
these funds to their original purpose, i.e., to cover ordinary expendi- 
tures, involves their replacement by other funds: that is to say, the 
loans proposed to cover extraordinary expenditures must be actually 
taken up. That is, however, quite impossible at the present juncture 
owing to the position of the capital market. The high figure of 
extraordinary expenditures therefore presents a danger which must 
not be under-estimated, and the extraordinary expenditures of the 
1928 budget must accordingly be restricted to the lowest figure 
possible, and that part of the 1926-1927 extraordinary expenditure 
which has not yet actually been incurred must at least only be in- 
curred (where it cannot be cut out altogether) at such times and 
seasons as the financial position and the state of the capital market 
permit. We must cut down the proportion of expenditure financed 
by loans. 

Point two is the prospect for 1928. Excluding requirements under 
the liquidation war damage law, the 1928 budget will close with 
a surplus of approximately 500 millions for the recurrent and non- 
recurrent expenditures, of which 400 millions are for reparation 
charges. This is, however, only the preliminary estimate of the 
Finance Ministry of the Reich which has not yet been approved by 
the Cabinet. 

The chief items of additional expenditure in 1928 will be the 
salaries reform and the increased reparation payments. These main 
items are, however, set off by reduced requirements for unemploy- 
ment and emergency relief as compared with the 1927 estimates. 
On the other hand, the non-recurrent revenues entered for 1927, 
the surplus from 1926 amounting to 200 millions, the working fund 
of 190 millions and the net profits from coinage of 145 millions 
disappear. 

It will nevertheless be possible to balance the budget. Provision 
is made for an important limitation of expenditure. Moreover, 
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the actual yield from taxation during the current year appears to 
justify the assumption that the total net proceeds for the Reich 
in 1928 are likely to be roughly 300 millions in excess of the probable 
actual revenues for 1927. The chief taxes, the returns from which 
are thus assessed at a higher figure, are income tax, corporation 
income tax, tax on real and personal property, and turnover tax. 
In the case of the income tax and corporation income tax, the favor- 
able trade conditions of 1927 will make themselves felt to the full 
extent only in 1928 with the payments (final payments) resulting 
from the assessment in the spring of 1928. The following figures 
represent the yield from income and corporation income taxes in 
the last three years: the tax on wages produced 1,367 millions in 
1925, 1,095 millions in 1926 and is estimated to produce some 1,270 
millions in 1927. The corresponding figures for the tax on income 
derived from capital are 82, 95, and 120 millions, for the other cate- 
gories of income tax 803, 1,064, and approximately 1,300 millions, 
and for the corporation income tax 186, 382, and approximately 450 
millions. The point to be noticed here is the considerable increase 
of the other categories of income tax and the corporation income 
tax, both absolutely and also in relation to the tax on wages. Even 
taking into consideration a certain fall in the tax on wages, 1928 
may be expected to produce 2.9 milliards altogether (approximately 
550 millions from the corporation income tax alone). In this connec- 
tion the displacement of the tax on wages in its relation to the 
general position is of great interest. Whereas the tax on wages in 
1925 was still 300 millions more than the tax on income derived 
from capital, other categories of income tax and corporation income 
tax together, it has since that date steadily fallen off in so far as its 
proportion to the other taxes on income is concerned. 

From the tax on real and personal property a higher yield may be 
expected—more especially in view of the general re-assessment of 
land site values as at January 1, 1928, which will certainly be higher 
than the values as at January 1, 1925, which were taken for the 
assessment of the 1927 tax. In the case of the turnover tax, the 
change to quarterly payments, which resulted in a certain falling-off 
in the yield for 1927, will alone provide a corresponding surplus of 
over 100 millions for 1928. Further, the control, which had to be 
suspended for a considerable period on urgent grounds, is now to be 
resumed: this will appreciably affect the collection of the revenue. 
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The turnover tax is to be entered for 1,050 millions in the 1928 bud- 
get. That figure is based on the assumption that the general economic 
situation will not change for the worse to any considerable ex- 
tent. Any severe crisis would affect not only the revenue but also 
the expenditure figures of the budget, more especially the expenditure 
for emergency and other unemployment relief. In the case of the 
customs and taxes on consumption, the probable yield for 1927 will, 
in substance, be taken as the basis. In the case of the customs it 
would perhaps be wiser to estimate the returns for 1928 at a rather 
lower figure in view of the reduction of the customs dues, which will 
result firstly from the policy in the matter of the conclusion of com- 
mercial treaties and in view also of the Government’s intention, of 
which announcement was already made last summer, to reduce the 
basic rates of the tariff. We prefer therefore not to take the 1927 
feturns as a basis, but to count on 1,050 millions only from the 
customs in 1928. 

The estimated increase in the revenue from taxation is not in 
itself sufficient to balance the budget. But the budget can be 
balanced if the remains of the profits on the coinage from the period 
preceding 1927, the balance of the working fund (62 millions) and 
the anticipated 1927 surplus are included on the revenue side. This 
presentation of the budget, which can naturally be only a survey 
in view of the present position of the budget negotiations, indicates 
that, while there is certainly no fear of a deficit, further charges 
cannot be assumed. We have cut the estimates as close as our sense 
of duty permitted. They are cautious estimates, based on the assump- 
tion that there will be no great prosperity but also no extraordinary 
depression. The figures have been neither over-estimated nor under- 
estimated. The whole aim in drawing up the estimates has been 
to reflect the real position as far as this is possible. I followed this 
course because I particularly did not wish the 1928 budget to be 
delusive but to reflect the facts as closely as possible. The correct- 
ness of these estimates is, as already remarked, conditional upon 
the economic position of the country not being subjected to extra- 
ordinary depression of a catastrophic nature. The economic develop- 
ment of the country has been very favorable during the last six 
months. This is clear not only from the unemployment figures 
but from theincreased yield from the taxon wages and other taxes 
in the budget of the Reich. We nevertheless consider that our 
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entire economic position must be carefully watched. It is only by 
promoting industry and by striving to cheapen production that 
Germany can attain success and increase her competitive power. 
German industry has not yet succeeded in the great competitive 


race with foreign countries. Trade is flourishing but only at home. - 


When discussing the whole position, we must free ourselves from 
the idea that home prosperity alone can bring us what is expected 
both here and there. The Government of the Reich is strongly of 
the view that the financial position must not be regarded from a 
fiscal standpoint alone and that the charges on the German economy 
as a whole must be considered in relation to their incidence on the 
individual economic concern. The Government of the Reich is 
therefore of the opinion that there can be no question of opening 
up fresh sources of taxation, but that the policy of reducing taxes 
begun in 1925 must be continued. In 1925 a reduction of 2%’ 
milliards was effected by means of the great tax reform. In 1926 
there was a reduction of half a milliard. Our financial policy must 
and will aim in the future also at reduced taxes. I have already 
mentioned the opinion of the Finance Ministry of the Reich on reduc- 
ing customs. I presume that the question of taxation will be dealt 
with in the next few weeks as we shall in any case be obliged to 
examine this problem in detail in connection with various legislative 
measures. The 1928 budget is to reflect the strictest economy. We 
consider caution in incurring expenditure to be absolutely necessary. 
An automatic and continued increase in expenditure must in the 
last instance undermine the stability of our currency with all the 
attendant drawbacks for the national economy as a whole and con- 
sequently for the budget of the Reich. The aim of the Government 
of the Reich to place the finances on a healthy basis is opposed to 
such a short-sighted expenditure policy. 

You will in this connection allow me one more word regarding 
the relations between the Reich, the States, and the communes. 
The transfers in respect of the chief taxes of the Reich form an 
important part of the Finanzausgleich which today plays a decisive 
part in the relations between the Reich, the States, and the com- 
munes. Particularly sharp criticism at home and abroad is in many 
cases making itself heard here. We are frequently advised to sim- 
plify the constitutional structure of the Reich in order to economize. 
Under the most difficult circumstances Germany endeavored to 


[58] 








125 


simplify her constitutional structure as far as possible in the Con- 
stitution of Weimar and the legislative enactments.for its execution. 
The increase in the powers of the Reich, in particular in financial 
matters, under the 1919 Constitution, is evidence of this, as is also 
the amalgamation of various States in the last few years. The force 
here at work was not external compulsion, but natural economic 
developments which we are unable artificially to accelerate or 
artificially to repress. Constitutional policy is in the stage of de- 
velopment in Germany also. The Reich does not watch this develop- 
ment with supine contentment or passive submission. It would 
be contrary to all the teaching of history and at the same time very 
dangerous from the political point of view if all the States were 
compulsorily deprived of their independence, merely in order to 
effect economies, the amount of which it is hardly possible at present 
to estimate. Steps of the kind are bound to bring up a number 
of other and more difficult questions than that of a more or less 
considerable saving in the cost of administration. In other States 
with a Constitution similar to that of Germany the individual life 
of the separate States is thought to be of great value. Examples of 
this are the United States and Switzerland. Our efforts in the Reich, 
States, and communes to obtain the maximum of economy may 
well be so directed that we carefully promote any development 
tending towards amalgamation and that the Reich brings pressure 
to bear for the reduction by the united endeavors of all parties 
concerned of the total cost of administration. In these efforts the 
Government of the Reich has never flagged. Three courses are open 
to it. First comes the simplification of the administration of the 
Reich itself. This has been undertaken on a large scale and constant 
efforts towards simplification are made in very close cooperation 
with the Economy Commissioner of the Reich. A further point is 
the clear delimitation of boundaries in cases where the functions 
of the Reich overlap with those of the States. Here the difficulties 
are greater. Since the first days of stabilization attempts have been 
made to clear matters up so as to avoid overlapping. Much has 
already been done here. In this connection we may mention the 
institution of unemployment insurance which removes a border 
line question of the kind from the dispute as to competence and in 
so doing relieves both the Reich and the States of expense. Further 
work must be done in this direction, and in the sense that the Reich 
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should in reality retain only such functions as devolve on the whole 
of the German nation and cannot be carried out by the individual 
State, or not in a practical manner. The third essential is the 
simplification of the administration of the States and Communes 
themselves. The States and communes are the result ‘of historical 
and economic development, in the continuance of which they havea 
part which they hitherto have not failed, and in the future must 
not fail, to play. This development entails the obligation to exercise 
extreme economy in the public administration in the interests of 
the national economy as a whole, on which heavy burdens are 
placed. It is unnecessary to point out that here, as in every case of 
administrative simplification, resistance has to be overcome. On 
the other hand, the States have on their own initiative given evidence 
of valuable endeavors to continue the work. Several States have 
already called on the Economy Commissioner of the Reich, in order 
to discuss in conjunction with him means for the reorganization of 
their administration. Other States are endeavoring independently 
to reach the same end. But that we are at the beginning and not 
the end of a mighty task will be denied by none who follow atten- 
tively the efforts now being made both in private and in State econ- 
omy. In this matter the Reich will always play its part. It will 
be at the disposal of the States with advice and, where this is desired, 
also with practical assistance. It will take steps to ensure that, 
so far as is in any way possible, the means for overcoming deficiencies 
in the administration are clearly shown. The Reich can never hold 
the view that things as they are are unchangeable; on the contrary 
it considers its duty to be everywhere to collaborate so as to simplify 
and clear up the general system, with the object of reducing the cost 
of administration and in consequence the volume of public charges. 

Connected with this is the much discussed question of the control 
of the revenues and expenditures of the Federal States and com- 
munes. Here also far-reaching claims are made, which, however, 
are in many cases based on premises not entirely reflecting the real 
state of affairs. 

Take the revenues first. The income tax and the corporation 
income tax, like the tax on real and personal property, were reserved 
for the Federal States. The Reich has taken over these taxes. It 
gives 75 per cent of the income and corporation income taxes back 
to the States and reserves for itself 25 per cent of the proceeds, 
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together with the whole of the tax on real and personal property. 
The delimitation here is perfectly clear. The claim is now put 
forward that the transfers to the States should be restricted to a 
definite sum, which is equivalent to excluding the States from 
participation in the fruits of economic recovery. It is true that 
such a course might be discussed in a State which was economically 
stable. It is not practical politics in a State where the underlying 
aim of all the national efforts is the return to normal conditions. 
Any decision is utterly impossible until we are clear as to what 
are the normal requirements for the regular working of the Reich, 
the States, and the communes. On this point the Dawes Plan con- 
tains a noteworthy reference. According to the Plan, the resources 
normally to be assigned to the States and communes should not 
exceed their legitimate needs. Merely in cases when further assistance 
has to be given by the Treasury of the Reich, such assistance should 
be made subject to increased central supervision by the Reich of 
local expenditure. These recommendations of the Experts’ Plan 
reveal the knowledge of the Experts on the matters here under con- 
sideration, since they distinguish between the general financing of 
the States and communes and the granting of extraordinary assist- 
ance. 

The general financing of the States and communes is to be con- 
fined to their “legitimate needs.’’ For these, no control of expendi- 
ture is contemplated. It is the function of the financial settlement 
to determine the amount of these legitimate needs. The statistics 
which have now to be furnished are intended to prepare the way for 
the regulation of the question by the definitive financial settlement. 
In the present settlement we have an interim solution introduced 
with the object of giving peace for work in the Reich and States 
and time to establish the bases for a definitive settlement. Gen- 
erally speaking, it is thought abroad that the transfers to the States 
and communes are too high; the States and communes think them 
too low; the Reich may under these circumstances well feel that it 
has found a middle course. It would be highly dangerous, before 
the question of their requirements is fully settled, arbitrarily to 
apply reductions to the revenues of the States, since under the 
circumstances this might make it impossible for States quite capable 
of independent economic existence to carry out their duties and 
bring the machinery of local government to a standstill. It is 
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unnecessary to point out that the Reich would then be burdened 
not only with heavy political responsibility, but also with costs 
the amount of which cannot be foreseen. It remains the duty of 
the Reich in the meantime to ensure that its own finances and those 
of the States and communes are as lucid as possible. This object 
is served by the tax unification law, which endeavors to establish 
uniform bases for the main taxes left to the States, to equalize their 
rates, and to institute a joint administration by the Reich and the 
States for all important taxes. Where special assistance is con- 
cerned, the Reich has ensured control which is as far-reaching as 
possible, where it has not actually retained the function of payment 
in its own hands. In this connection, I may refer to the strengthen- 
ing of the measures of control which the Reich demanded and ob- 
tained when it took over the charges for unemployment relief pend- 
ing the application of the insurance system. Now a further step is’ 
demanded of us, viz., control over the communes. I think that no 
one with practical experience can doubt that, without, exaggerated 
administrative machinery, no effective control by the Reich of com- 
munal revenues and expenditures is possible; the machinery in ques- 
tion would have to control 60,000 communes and would tower above 
the States, the result being to increase friction and so most acutely 
to disturb the work of the administration. If action which is useless 
or even dangerous for the State is to be avoided, it is necessary to 
forego direct and general control of the individual communes by the 
Reich. It is here a question of keeping the conception of self-ad- 
ministration, which is so beneficial for municipal administration, 
in accord with the general financial requirements of the Reich and 
with the requirements of national enterprise. For this task the 
States, which are entrusted with the control of the communes, are 
specially indicated. The Reich should only intervene in order to 
avert dangers which cannot be otherwise overcome. In such cases, 
I certainly consider it necessary that the Reich as the supreme 
authority should interest itself in these matters. But the influence 
of the Reich is already felt in connection with the two main forms 
of the communal revenues, taxation and loans. The right of veto 
under the financial settlement law [Finanzausgleichsgesetz] pro- 
tects the Reich from communal taxes which might prejudice its 
own revenues. The Advisory Office on foreign loans, which was set 
up in agreement with the States, watches over the loan policy of 
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the States and communes from the point of view of the currency, 
the national economy, and the finances of the whole of Germany. 
I will here merely record the fact that we have recently introduced 
stricter regulations with which, I feel sure, the States will declare 
their agreement, in the general interests rightly understood. The 
States and communes, in the difficult matter of loans, have subor- 
dinated their wishes to the general good of the Reich. But this loan 
policy also has recently been subjected to special criticism. It will 
be necessary to say one word in explanation of the standpoint of 
the government of the Reich. We take the view that the contract- 
ing of loans by the States and communes for administrative pur- 
poses is precluded at the present time, owing to the shortage of 
money on the home market and the extreme caution indicated on 
the foreign market. The duties of the communes in Germany, 
however, are not exclusively those of administration. In contrast 
to wealthier countries, the development of the communal system 
in Germany and the shortage of private capital for investment have 
made it widely necessary for the communes to satisfy requirements 
of private enterprise which in a richer country could have been 
satisfied from private sources. The provision for the population of 
gas, water, electric light, and the necessary public means of transport 
in Germany has in practice devolved to a great extent on the com- 
munes. It is unnecessary to prove that loans for these services 
can be productive in the widest sense of the term, in so far as they 
alone can enable private enterprise in the communes to undertake 
new and fruitful work. On the other hand, it goes without saying 
that in these productive expenditures and the applications for loans 
which they entail the communes have to pay due consideration to 
the general situation in Germany. On October 7, the Government 
of the Reich declared that in view of the general position it was 
necessary to avoid all expenditure which was not urgent or economic 
in nature, irrespective of whether it was covered from external loans 
or inland sources of revenue. In so far as the communes are engaged 
in the above-mentioned branches of private enterprise, no reasonable 
loan policy can admit a rejection in principle of their applications 
to borrow. In each individual case, however, it will be necessary 
very strictly to enquire whether the general economic scheme sub- 
mitted by a commune guarantees the essential productivity of the 
expenditure, and whether it is really impossible for the expenditure 
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to be met from current resources, even if this should mean the with- 
drawal of other less urgent outlay. For generally speaking, in this 
field also earnest endeavors must be made to restrict public expendi- 
ture. In so doing we do not follow external compulsion, but recog- 
nize internal necessity; for the total debt of Germany really gives 
cause for very great reserve. 

I have attempted to give you in some detail a picture of the 
financial situation. May I now summarize the essential points? 
In the four years of stabilization the ordinary expenditures have 
risen by approximately 1% milliards in all. The increase is, as I 
have explained, inevitable and has its origin in a prudent. financial 
policy. Most of the expenditure has gone to reconstruct possessions 
destroyed by the war and the inflation. In regard to the extra- 
ordinary expenditures, which have been considerably augmented 
during the last few years, I hope in the very next year, i.e., in 1928, 
to reduce them to dimensions corresponding to the proportions of 
a normal public administration. Of the expenditures for 1927, 
war charges total 3% milliards, or more than half the total expendi- 
ture of the Reich. The heavy sacrifices demanded of the taxpayer 
are evident: they are mainly to be attributed to the loss of the war. 
In the past years, it was impossible to carry out the measures con- 
cerning the salaries of officials and owners of liquidated property 
which public opinion in Germany has for so long united in urging 
upon the Government. The adoption and carrying into effect of 
these measures can no longer be postponed, in the interests of re- 
construction of the national economy and consequently of the 
further execution of the Experts’ Plan. They form the conclusion 
to the work of construction of the last few years. They are by no 
means the first stage in an unsound financial policy, but the closing 
stage in the work of reconstruction to be carried out in the transition 
years. The Government of the Reich supports the utmost economy 
and the very strict examination of all expenditure, since only in 
this way will it be in a position to promote economic advancement 
in Germany and so to render possible the fulfilment of the obligations 
assumed. 

The Government of the Reich is fulfilling the obligations assumed 
to their full extent. It has made the annual payments and is now— 
as ever—endeavoring to the best of its ability to assist the work 
of the Transfer Committee within the limits of a reasonable financial 
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and economic policy. Germany. has on many occasions given an 
assurance of her sincere desire to fulfil the duties undertaken by 
her. She has subordinated her whole financial and economic policy 
to this end. The annual budgetary contributions are now secured 
by the controlled revenues to more than 100 per cent of the actual 
claims. Germany’s financial policy has stood and is still standing 
under the sign of growing reparation charges. The main part of the 
expenditure of the last few years has gone to promote the reconstruc- 
tion of the national economy—the economy which has to bear the 
burdens of the Dawes Plan. It has further served for the re-introduc- 
tion of an adequate standard of living which even the Dawes Plan 
allows to the German nation. The general policy of the Reich has 
been conducted in the knowledge that by every means in its power, 
even if sacrifices are involved, it is essential loyally to fulfil the Lon- 
don Agreement, which was described by the Experts who planned 
it as an attempt to settle the reparation question on practical lines 
and in accordance with economic considerations, by which, as we 
hope, its execution will always be governed. I shall here close this 
chapter, but am prepared to give further explanations in connection 
with the events of the last few days. I must, however, ask that this 
part of my speech be treated as confidential. 
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THE AGENT GENERAL 


FOR REPARATION PAYMENTS. 
Berlin, November 5, 1927. 


From: The Agent General for Reparation Payments. 
To: The Finance Minister of the Reich, Berlin. 


Dear Mr. Minister: 

I have the honour to acknowledge the receipt of your letter of 
November 5, 1927, and of the enclosed memorandum of the same 
date which you state you are sending me in the name of the Reich 
Government in answer to my memorandum of October 20, 1927. 

I am writing today merely to tell you that I have received your 
letter and the memorandum and that I shall read them with the 
greatest interest. I trust that you will permit me to return again 
to a discussion of the questions involved after I have had the opportu- 
nity of considering the contents of your letter and memorandum. 


I am, my dear Mr. Minister, 


Respectfully yours, 
(signed) S. PARKER GILBERT, 
Agent General for Reparation Payments. 
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FORMER INTERNATIONAL CONCILIATION 
PUBLICATIONS DEALING WITH THE DAWES PLAN 


Document 


199 Summary of Part I of the Report of the First (Dawes) Com- 


209 


215 


mittee of Experts. 

June, 1924. 

The Dawes Report on German Reparation Payments; The 
London Conference on the Application of the Dawes Plan, 
by George A. Finch. 

November, 1924. 

The United States and the Dawes Annuities. (Texts of official 
documents. ) 

April, 1925. 

The Trend of Economic Restoration since the Dawes Repara- 
tion Settlement, by E. G. Burland, Member of the Staff of 
the American Section of the International Chamber of Com- 
merce. 

December, 1925. 
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